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Uta ko Al md lily 


in a bookkeeping 


machine ? 


Most organizations expect three things 
from their bookkeeping machines:—high 
production; efficient operation; and quick 
adaptability to several jobs. 


Long experience and many tests have 
proved that, to get these three basic re- 
sults, the operator must have a machine 
with these five features:— 


1. Standard adding machine  key- 
board. 

. Standard typewriter keyboard. 

- Complete visibility of work. 

. Flexibility to change quickly from 
one kind of work to another. 
Automatic operations that save 
time, prevent errors. 


The National Multiple Duty Bookkeeping 
Machine has all these features. Indeed, 
it's the only bookkeeping machine that 
combines all five in one machine. 
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With the National Multiple Duty Book- 
keeping Machine you can, in a matter of 
seconds, change from one accounting job 
to another . . . accounts payable, general 
ledger posting, payroll preparation, billing, 
and many other accounting tasks . . . jobs 
you never before felt you could completely 
mechanize. 


Ask your local National Representative 
to show you how your firm can effect sav- 
ings up to 30% with the National System. 
Or write to address below. 


CASH REGISTERS - ADDING MACHINES 
ACCOUNTING MACHINES 


THE NATIONAL CASH REGISTER COMPANY OF CANADA LIMITED 


Head Office—Toronto 


Sales Offices in Principal Cities 





THE CANADIAN CHARTERED ACCOUNTANT 


HIGHER ACCOUNTING 


and ALLIED SUBJECTS 
taught 


The SHAW way—the SURE way 


a oe 
Provincial Companies 


Dominion Winding Up Act Principles of Roonomics ad Adaiiowenen 
The student has all the ti The_ student vile, to consul 
me required is pri weds t 


ithe to complete 7 course —_ 
€ lege of consulti = 
ool aker th finished. aap he enue 


yh ALF BR 


oe ee 
even th 
scope of 


Write te Dept. eee eee 
information yeu 


- AW SCHOOLS, 


ACCOUNTING and RECORD 
FORMS 


Made to Your Specifications 


Grand & Toy gives careful attention 
to every detail. You have a full choice 
of processes - letterpress printing, 
photo-lithography, ruling, etc., plus 
all bindery services. 


Next time that you have 
. @ special form call Elgin 
6481 or write— 
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“Everything for the office” 
SUPPLIES - PRINTING - FURNITURE 
6-14 Wellington St. West 
TORONTO 1, CANADA 
Branches at 332 Bay St. and 115 Yonge St. 


WANTED AT ONCE 
Accountant to take charge of accounts 
of a department store, consisting of 
furniture, hardware, drugs and self-ser- 
vice meat and grocery departments. 
Single man preferred but, if married, 
employment can be provided for wife. 
Passage paid. Housing accommoda- 
tion available (furnished apartments at 
$45 monthly). Commencing salary $75 
per week. Send full details, stating ex- 
perience, accompanied by snapshot, to 
——" Company, Hamilton, Ber- 
muda. 


OPPORTUNITY 

For an experienced chartered account- 
ant, ina professional office in Montreal 
as assistant to senior partner; good 
prospects for the right man. Write 
particulars of experience, salary, avail- 
ability, etc. to Box 161, The Canadian 
Chartered Accountant, 10 Adelaide St. 
E., Toronto, Ont. 





(ii) THE CANADIAN CHARTERED ACCOUNTANT 





PRACTICE WANTED 


Chartered accountant wishes to pur- 
chase ate ptactice. Partnership 

or succession will be 
considered. Box 159, The Canadian 
Chartered Accountant, 10 Adelaide St. 


or agreement 


E., Toronto, Ont. 
REQUIRED IN VICTORIA 


Victoria firm has opening for experi- 
enced chartered accountant. Permanent 
post. Apply Box 160, The Canadian 
Accountant, 10 Adelaide St. 


Charter 
E., Toronto, Ont. 


PUBLIC ACCOUNTING 
POSITIONS IN VENEZUELA 


Accountants with a minimum of three 
years experience, preferably young and 
single, who are interested in opportuni- 
ties in Venezuela are invited to airmail 
full particulars of their qualifications 


with one photograph to — 
Price, Waterhouse & Co., 
Apartado 1789, 
Caracas, Venezuela 


Offers to engage men now with public 


accounting firms will be made only 


after receiving permission to consult 


their present employers. 


SENIOR AUDITOR 





Required with accounting degree to 
supervise internal audit staff in ex- 
panding cooperative association. Posi- 
tion provides good salary plus many 
employee benefits. Preference given to 
applicants with related experience and 
administrative ability. Reply stating 
age, education, experience, references, 
salary expected, etc. to Box 162, The 
Canadian Chartered Accountant, 10 


Adelaide St. E., Toronto, Ont. 





WANTED 
Accounting and auditing practice. 
Chartered accountant wishes to pur- 
chase accounting practice in Toronto. 
Reply Box 149, The Canadian Chart- 
ered Accountant, 10 Adelaide St. E., 
Toronto, Ont. 





















POSITION WANTED 
Responsible, conscientious, young C.A.., 
executively experienced in retail, whole- 
sale and manufacturing with emphasis 
on personnel, wants permanent Toron- 
to industrial position. Reply Box 164, 
The Canadian Chartered Accountant, 
10 Adelaide St. E., Toronto, Ont. 


CHARTERED 
ACCOUNTANT WANTED 
The Dominion Association of Char- 
tered Accountants requires a chartered 
accountant to act as administrative as- 
sistant and assistant secretary to the 
Committee on Education and Examina- 
tions. Initial salary will depend upon 
ualifications and experience. Applica- 
tions, stating date available, and re- 
quests for further information should 
be addressed to the Secretary, The 
Dominion Association of Chartered 
Accountants, 10 Adelaide St. E., To- 
ronto, Ont. 








HONG KONG 


Young chartered accountants wanted 
for British professional office in Hong 
Kong. Excellent opportunity to obtain 
experience with good salary and pros- 
pects of steady advancement. State 
age, marital status, education and ex- 

rience. Replies will be treated con- 
fidentially. Reply Box 165, The Cana- 
dian Chartered Accountant, 10 Adel- 
aide St. E., Toronto, Ont. 


WANTED 
Young chartered accountants required 
by utilities operating in South America. 
Plenty of opportunity for early ad- 
vancement. Foreign service privilege of 
four months leave with pay at end 
of three years of service. Pension plan 
after three years of employment pro- 
vides protection for family. Appli- 





cants should send in complete history 
of age, marital status, education and 
experience and should enclose a recent 
photo. Apply Box 163, The Canadian 
Chartered Accountant, 10 Adelaide St. 
E., Toronto, Ont. 





NR A LE LECCE GIOTTO en I ART gh NERS Mg RS Ae 


- 








eorepeenenruenminen 


Rite a I, 





The Canadian 


hartered7\ccountant 


VOLUME 58 JANUARY 1951 NUMBER 1 


Comment and Opinion 1 
The Man Who Pays; Sixth International Congress 
on Accounting; The Accountant and the Tax Collector 


Development of the Canadian Corporation Income Tax 
J. Harvey Perry 3 


Foreign Exchange without Tears Sidney Turk 15 
Accounting for Small Law Offices John O’Neill 22 
The Accountant and the Tax Collector Vincent W. Scully 27 
Obituaries 35 
Glimpses at Current Published Reports J. D. Campbell 36 


Increasing the Effectiveness of the Independent Auditor 
James E. Turner 39 


News of Our Members 42 
Professional Notes 43 
The Students’ Department J. E. Smyth 44 


PUBLISHED MONTHLY 
By The Dominion Association of Chartered Accountants 
R. F. Bruce Taytor, F.C.A., Chairman, Editorial Committee 
Editorial and Business Offices, 10 Adelaide Street East, Toronto, Ontario 
MELVILLE PIERCE, Managing Editor JEAN VALE, Assistant Editor 
Advertising Representatives: T. G. VATCHER & SON, 67 Yonge St., Toronto, Ont. 


Subscriptions to The Canadian Chartered Ac- A volume index to The Canadian Chartered 
countant and The Tax Review: $5.00 a year. Accountant is published semi-annually and to 
Additional subscriptions to The Tax Review: The Tax Review annually. 


$3.00 a year. Opinions expressed in articles and comment 
Single copies 50c. Single copies of The Tax are not necessarily endorsed by The Dominion 
Review 50c. Association of Chartered Accountants. 


Advertising rates on request 
Authorized as second class mail by the Post Office Department, Ottawa 








THE CANADIAN CHARTERED ACCOUNTANT 





STEWART, SMITH, MACKEEN, COVERT & ROGERS 
Barristers, Solicitors, Etc. 
Roy Building - - . Halifax, N.S. 





ST-LAURENT, TASCHEREAU, NOEL & PRATTE 
Barristers and Solicitors 
Price House, 65 St. Anne Street - - Quebec, P.Q. 





GOWLING, MacTAVISH, WATT, OSBORNE & HENDERSON 
Barristers and Solicitors 


56 Sparks Street - : - - Ottawa, Ont. 





QUAIN, BELL, CARREAU, GILES & GILLIES 
Barristers and Solicitors 


56 Sparks Street Ottawa, Ont. 


Accounting and Auditing Research Bulletins 


No. 1 A Statement of Standards of Disclosure in Annual Financial Statements of 
Manufacturing and Mercantile Companies (available in French and English) 

No. 2 A Statement of the Minimum Standards of Professional Practice Which Should 
Apply in respect of Prospectuses (available in French and English) 

No. 3 The Accounting Treatment of Income Taxes in Some Special Circumstances 
(available in French and English) 

No. 4. Accounting for Bad Debt Losses (available in French and English) 

No. 5 The Meaning of the Term “Cost” as Applied to Inventory Valuation 
(available in English) 


5 Bulletins and Binding Folder 
65c 


The Dominion Association of Chartered Accountants 
10 Adelaide Street East Toronto, Ontario 











3 
e 





The Canadian 


harteredT\ 


JANUARY 1951 


VOLUME 58 


ccountant 


NUMBER 1 


COMMENT AND OPINION 


The Man Who Pays 


a Richard Henry, a Toronto 
Telegram writer, has been quoted 
in these columns before for his sage re- 
marks under various headings. The fol- 
lowing paragraphs appeared recently and 
refer to a current project of The Hydro- 
Electric Power Commission of Ontario. 

The question is asked: “Who is pay- 
ing for the hydro frequency change over?” 

The answer given in the legislature a few 
years ago was: “A frequency standardiza- 
tion account was being set up by trans- 
fer of monies from the commission's re- 
serves.” 

Those quotes are either a silly answer 
to a silly question or a very reasonable 
facsimile. 

From whom could the Ontario-owned 
hydro get money that it spends for fre- 
quency standardization or for any other 
purpose? — and it comes from this source 
regardless of the bookkeeping account to 
which it is channelled or any fancy book- 
keeping title that it may be given. 

This is quoted because we agree with 
it; and we recall that we ourselves have 
been sometimes tempted to say that the 
art or science of the accountant is, to a 
considerable extent, the knowledge of 
which bit of paper to use when making 
an accounting entry. 


Sometimes accountants say that loans 
are to be repaid out of profits; we 


have heard public utilities say that, until 
rates are increased, current deficits will be 
met out of reserves; and, from time to 
time, we learn from corporations that a 
dividend stabilization reserve is to be 
set up so that dividends may be left stable 
despite oscillating annual profits. 


We conclude with the broad observa- 
tion that public utilities (whether pub- 
licly owned ‘corporations or creatures of 
a community) and eleemosynary societies 
should avoid the use of the word “Re- 
serves” as if it were a plague. For those 
items which are clearly liabilities or pay- 
ments received in advance, some other 
title, expressing much better the true state 
of affairs, can be readily found. Or to 
put it another way, the answer to the 
question “Who is doing what to whom 
and who is paying for it?’’ should be ob- 
vious from the construction of the fi- 
nancial statement and accompanying foot- 
notes. 

The Bank of Canada’s Statistical Sum- 
maries, when showing condensed balance 
sheets of groups of companies, give as 
the last item of “Capital and Surplus” 
the figure of “Earned Surplus and Sur- 
plus Reserves”. A footnote explains that 
this item “includes contingent and gen- 
eral reserves, capital surplus and the re- 
fundable portion of the excess profits 
tax”. 
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Sixth International 
Congress on Accounting 
HE bodies sponsoring the Sixth 
International Congress on Account- 
ing have announced that the Congress 
will be held in the halls of the 
Royal Horticultural Society, Westmin- 
ster, London, S.W.1 in the week com- 
mencing June 16, 1952. Further par- 
ticulars will be issued from time to 
time. 
The following professional organiza- 
tions will be hosts:— 
The Institute of Chartered Accountants 
in England and Wales. 
The Society of Incorporated Accountants 
and Auditors. 
The Society of Accountants in Edinburgh. 
The Institute of Accountants and Actu- 
aries in Glasgow. 


The Society of Accountants in Aberdeen. 

The Association of Certified and Corpor- 
ate Accountants. 

The Institute of Chartered Accountants 
in Ireland. 

The Institute of Municipal Treasurers 
and Accountants. 

The Institute of Cost and Works Ac- 
countants. 


The Accountant and the Tax Collector 
AN address under this title by Mr. 

V. W. Scully, C.M.G., Deputy Min- 
ister of National Revenue, Taxation Di- 
vision, will be found in this issue com- 
mencing on page 27. We welcome 
Mr. Scully again to these pages and rec- 
ommend to all our readers careful at- 
tention to his words. 


ANNOUNCEMENT BY 
THE FOREIGN EXCHANGE CONTROL BOARD 


Ottawa, December 6, 1950. — Canadian resi- 
dents may, in future, accept payment in 
either Canadian or United States dollars for 
services rendered to residents of the United 
States, the Minister of Finance announced to- 
day. 

Heretofore, Canadians performing services 
for United States residents have ordinarily 
been required to obtain payment in United 
States dollars only. Amendments which 
have been made in the Foreign Exchange 


Control Regulations now permit the alterna- 
tive of accepting payment in Canadian dol- 
lars. 

Mr. Abbott stated that no change is be- 
ing made in the Regulations governing the 
currencies acceptable in payment for exports 
of goods from Canada. As in the past, ex- 
porters are required to obtain payment in 
United States dollars for shipments to the 
United States and other countries in the U.S. 
dollar area. 
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Canadian Corporation Income Tax 


By J. Harvey Perry 


A historical background 
to the double taxation question 





ORIGIN OF CORPORATION TAXES 


_ begin with we have the fact that 
corporations are subject to a tax. 
I think we are entitled to ask why this is 
so. Why are corporations, as such, taxed 
separately from the shareholders who 
own the corporation? 


Why a Corporation Income Tax? 


Many writers and speakers have ad- 
vanced profound and impressive reason- 
ing for taxes on corporations. The ar- 
gument that they are separate legal per- 
sons and that some payment should be 
made for the privilege of carrying on 
business in corporate form is familiar 
to all of us. While I have no particular 
quarrel with these efforts to rationalize 
the tax I think that without any harm we 
can spare ourselves a fruitless and frus- 
trating hour of speculation by simply 
adopting the more realistic attitude that 
we tax corporations today because our 
fathers and grandfathers taxed them yes- 
terday. This statement is intended to be 
neither flippant nor naive. In all serious- 
ness it reflects the fundamental truth that 
much of our tax structure as we know 
it today has been inherited from the past. 
While the incidental furnishings of the 


Dominion tax structure get an incredible 
amount of shifting about from year to 
year it is still true that the basic architec- 
ture of the edifice itself has not al- 
tered in some time. The hereditary in- 
fluence is therefore very strong. Of 
course, if revenue requirements were 
otherwise than they are, there might be 
some possibility of eliminating some fea- 
ture of the general structure, and the 
corporation tax might be one to go. But 
this seems to be a pretty forlorn hope. 
I think we can all concede that some form 
of tax on corporations is here to stay. 


Where Did It Originate? 

If, then, this tax was inherited from 
our fathers and grandfathers it might be 
fair to ask where they, in their turn, con- 
ceived the idea. One thing is certain 
— they were not following any prece- 
dent in the English tax structure, an as- 
sumption which one might fairly make. 
Generally speaking there have been no 
special taxes on corporations in England 
until the last decade and a half, except, 
of course, the temporary excess profits 
tax in the first war. The English ‘‘profits”’ 
tax is now a corporation tax in the real 


An address to the Fourth Tax Conference of the Canadian Tax Foundation, Toronto, 
December 11, 1950 
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sense, but the standard income tax rate 
has never been regarded as being of this 
character. 


Old Taxes Inadequate for Corporations 

This is not an English importation; 
it is, in fact, like some of our best foot- 
ball players, an American one. Like 
many of our other American importations 
— succession duties, gasoline taxes and 
retail sales taxes, for example — it found 
its way naturally across the border be- 
cause of the proximity of the United 
States and the similarity of our condi- 
tions. The problem that both countries 
faced roughly 75 years ago was to fit a 
new economic phenomenon into old and 
rather inflexible concepts of taxation. 
This phenomenon was the share com- 
pany as we know it today, which, in its 
present widespread form, is almost en- 
tirely the product of the last 75 years. 

The property tax was the main intern- 
al tax source of that time in both Canada 
and United States, particularly for local 
governments. Its use was very extensive 
across the border, where both States and 
municipalities exploited it fully, although 
in Canada it was used mainly by the 
municipalities. This old tax was not 
limited to real estate as most of us know 
it today but was a general property tax 
that applied both to real and personal 
property. A feature of the Canadian tax 
which had no particular parallel in the 
United States was the taxation of income 
as part of the property tax base. It is 
not entirely clear as to how income came 
to be taxed as personal property but the 
consequences of this feature of the Can- 
adian tax are very interesting and will 
be discussed below. It was into this 
framework of a property tax that the 
American and Canadian authorities, as 
may be imagined, found it most difficult 
to fit the multiplicity of businesses in 
corporate form. 
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Ontario Railway Commission Views 

The general nature of the problem in 
Canada is well stated in the Report of the 
Ontario Commission on Railway Taxation 
of 1905, an extremely useful document 
to which I will refer again below. The 
Commission had been set up to study 
one of the most difficult aspects of this 
general problem — the taxation of rail- 
way property by municipalities. In ex- 
amining this segment of the problem, 
however, it stated as follows: 

The question as to the most suitable 
method for the taxation of railways is 
simply a section, though in Canada to- 
day the most important section, of the 
general problem as to the taxation of 
economic corporations. The problem of 
the taxation of corporations is a com- 
paratively new one in Canada, but it is 
certain to continue to enlarge in im- 
portance and complexity, until it far 
overshadows all other aspects of direct 
taxation. 

A glance over the pages of the offi- 
cial gazettes alike of the Dominion and 
of the several Provinces will indicate 
the astonishing growth of corporate en- 
terprise in Canada within the past few 
years. In this respect we find ourselves 
following in the wake of the develop- 
ment which has been going on for a con- 
siderable period in the United States, 
and which is still far from showing any 
signs of abatement . . . On every hand 
we find corporate enterprise more and 
more extensively covering at once the 
older economic fields and the newer en- 
terprises of production and service. In 
Canada we have every reason to expect 
that in time the greater part of the cap- 
ital of the country will take the form 
of corporate property, and that the indi- 
vidual citizens will hold an ever increas- 
ing part of their wealth in the shape 
of corporate securities, representing 
either shares in enterprises or loans ad- 
vanced to support or extend their busi- 
ness. 

Yaasmuch, then, as the taxes which 
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are required for the enlarging needs of 
the public service must be derived from 
the general wealth of the community, 
they must be levied in increasing measure 
upon a constantly expanding range of 
corporate property or income. For this 
reason, the problem of corporate taxa- 
tion has come to represent, if not for 
the present yet at least for the immedi- 
ate future, the most important feature of 
direct taxation. 


The Public Attitude 


In addition to showing a deeply pro- 
phetic insight into subsequent events this 
quotation illustrates the serious concern 
felt by tax authorities of the day that the 
tax base be revised to cope with this new 
phenomenon — the corporation. Nor 
was it just the tax authorities who felt 
this concern. Corporations of an earlier 
day were notoriously truculent in their 
relations with governments and often as 
well with the public. They were usually 
closely associated too with individuals 
whose wealth was thought to equal that 
of Indian potentates and the feeling was 
general among the public that these 
wealthy lords of industry and their far- 
flung empires were not making their fair 
contribution to the public purse through 
the existing tax levies. 

For several reasons, therefore, it was 
inevitable that corporations would bear 
some form of special tax. The muni- 
cipalities first tried to assimilate them in- 
to their general property tax, but grad- 
ually added special taxes on places of 
business, volume of business, at flat rates 
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and in other forms. The problem was 
really more than the limited jurisdiction 
of the municipalities could cope with, 
however, and the Provinces finally step- 
ped in. Quebec led the way in 1882, and 
by the beginning of World War I all 
Provinces were in the field. 

The long American experience was 
borrowed on very heavily. New York 
and Pennsylvania had taxed corporations 
separately since the 1820's, and by the 
1880's and 1890's had developed a var- 
iety of forms of tax, almost all of which 
were copied by the Canadian Provinces. 
In terms of present rates the early levies 
appear quite light, but the taxpayers of 
the time reacted more violently to them 
than they ever have since. Two or three 
cases were taken to Privy Council before 
the constitutionality of corporation taxes 
was established and there is at least one 
instance in Ontario of an_ influential 
group of highly respectable corporations 
who just went on strike and refused to 
pay an increase in tax. They paid — 
finally. In fact it got to be quite a 
regular thing. One writer remarked, 
with resignation, of this early baptism, 
“When increases are decided upon it is 
a case of urgent need for additional 
funds, and no visible means of getting 
them except from the corporations”. 


So much then for the origin of the 
corporation tax. It was partly the an- 
swer to a difficult problem in tax ad- 
justment and partly the product of an 
age. At any rate there it was, and we 
still have it with us. 


NATURE OF THE TAX 


This brings me to the second point — 
the nature of the corporation tax itself. 
Here I think there is more cause for com- 
fort than is generally realized. Everyone 
has been trying hard to make the best of 
the situation, and over the years some 
major improvements have been made — 


particularly is this true of the last few 
years. 


Early Levies on Specific Bases 
In the beginning these levies were all 
on the so-called “specific” basis. They 
were payable on branches or paid-up cap- 
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ital or insurance premiums or miles of 
railway track or some other factor, and 
they were paid whether the company 
made a profit or not. In some cases 
similar taxes are still levied, and I sup- 
pose they can be justified as representing 
a rough measurement of taxable capacity 
for some industries. The really signifi- 
cant development in the corporation tax, 
however, has been the increasing adop- 
tion of the profits tax, and the increas- 
ing refinements in the basis for calculat- 
ing taxable profits. 


Growth of Ability-to-pay Principle 

To the extent that it can be said that 
a corporation has of itself an “ability 
to pay” taxes the profits tax comes closest 
to this principle. We can more fully ap- 
preciate this enlightened form of tax 
when it is pointed out that at one time 
there were serious doubts as to the feasi- 
bility of a profits tax. The Ontario Rail- 
way Commission, to which I referred 
earlier, had grave misgivings on the mat- 
ter in 1905. They said: 

... the real difficulty connected with 

taxation on the basis of net earnings is 
a practical one. It is utterly impossible 
to determine in a permanent and satis- 
factory way and for all varieties of cor- 
porations what is and what is not to be 
included under net earnings. It is easy 
enough to specify on general terms what 
is to be understood by maintenance, op- 
erating expenses and fixed charges, but 
when we come to the concrete items there 
is no end of dispute as to what should 
or what should not be included under 
operating expenses. 

We may as well agree that the dis- 
pute is still going on, but every so often 
the dust settles down in an old trouble 
spot and another problem goes onto the 
shelf. Furthermore, the immense pro- 
gress over the last 50 years in the science 
(or art) of accounting and the increas- 
ing familiarity of lawyers with business 
and accounting concepts have together 


contributed immensely to advancement in 
this field. 


The actual milestones in this develop- 
ment were the adoption of a general 
profits tax by British Columbia prior to 
the first war, the introduction of a Do- 
minion corporation income tax in 1917, 
and the general employment of such taxes 
by all Provinces during the depression 
and since. I am not suggesting that 
there is any cause for rejoicing in the 
additional tax burden these new levies 
represented but only that if corporation 
taxes had to be imposed it was a mark 
of progress that they be levied as taxes 
on profits. 


Recent Marked Progress 


Nor has the adoption of profits taxes, 
as such, represented the peak of progress 
towards ability-to-pay in this field. Re- 
cent years have brought many refinements 
that represent an ever-closer approxima- 
tion to this principle. Probably the most 
significant of these changes has been the 
granting of the privilege of offsetting 
losses of certain years against profits of 
other years. This has meant that ability- 
to-pay is now measured on a basis broad- 
er than simply the accounting of each 
individual year. In this same class would 
fall the very significant change inaugur- 
ated in 1949 with the adoption of the 
principle of amortization of capital costs. 
Stripped of its frills, such as the write- 
back of excess depreciation and the adop- 
tion of the diminishing balance system 
(this latter appears to have been quite 
distracting to some people) the great 
and fundamental value of this change 
was the adoption of the principle that 
a cost for a fixed asset may be written 
off against income under any and all cir- 
cumstances. Call this an obsolescence 
allowance, for which business had been 
asking for years, if it helps any to under- 
stand its true significance. Whatever you 
call it, it represents a tremendous stride 
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towards reconciling the differences be- 
tween the tax concept and the business 
concept of income. Finally, in the same 
category, I would include the graduation 
of the corporation tax rate. It also has 
been geared more closely to ability-to-pay 
by the granting of the reduced rate to 
small corporations, and of course has 
provided an enormous stimulus for the 
small business. 








Mr. J. Harvey Perry was born 
and educated in Toronto. In 1935 
he graduated in Economics and 
Political Science from the Uni- 
versity of Toronto, winning a 
gold medal and two scholarships. 
He joined the Department of 
Finance in 1936 and has special- 
ized in tax matters. 


DOUBLE TAXATION 


So much, then, for the general back- 
ground of the origin and nature of the 
corporation tax. I want to turn now to 
this intriguing business of ‘double tax- 
ation”’. 


Early Canadian 
Measures of Avoidance 

Taking the long view again, I think 
we are entitled to ask whether our grand- 
fathers had any appreciation, at the time 
they were introducing separate and 
special taxes on corporations, of the sort 
of problems, such as “double taxation”, 
to which they were exposing us. The 
really astonishing discovery is to learn 
that they had some very clear notions 
about such matters. One of the best 
statements of philosophical reservations 
on the new trend of taxation was made 
by James Mavor, a great Canadian his- 
torian and economist. Writing in The 
Banker's Journal in 1900 he urged that 
there was a real danger in the transpar- 
ent novelty of the corporate form of 
business enterprise that the illusion 
would be created that in taxing cor- 
porations we are not taxing individuals. 

His words were as follows: 
In the popular mind while some cor- 
porations are associated with certain 


prominent personalities who may or may 
not really own any considerable part of 
the stock, corporations are in general 
supposed to possess an entity apart from 
the persons who compose them, and that 
taxes paid by them are therefore not tak- 


en from the pockets of individuals, but 

are taken from an abstraction whose 

character is open to suspicion. This il- 

lusion is similar in kind to that which 

is prevalent about the taxation of land, 
the idea in both cases being that a tax 

may be paid by a thing and not by a 

person. 

While Mavor’s fears appear to have 
been subsequently realized to the full, 
there is ample evidence that in actual 
practice at the outset extreme pains were 
taken to avoid double taxation if at all 
possible. This is revealed most sharp- 
ly in the focus of the municipal prop- 
erty and income tax. Here it was the 
universal principle that if personal prop- 
erty of a corporation had been taxed then 
the shares of that corporation and the 
income from those shares would be 
exempt in the hands of the shareholders 
from further personal property tax or 
income tax. Alternatively if the corpor- 
ation were exempt on its personal prop- 
erty or income then the reverse followed 
in the case of the shareholder. One or 
other version of this principle appears 
in every Province. Under the municipal 
income tax in Ontario, probably the best 
developed of all the municipal taxes, 
dividends from corporations were entirely 
exempt as a matter of principle, and the 
1905 Commission on Railway Taxation, 
earlier mentioned, approved of this prac- 
tice in the following quotation: 

When the income of a corporation is 
made subject to taxation the dividend or 
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income of private individuals from stock 

held in such corporations is exempt from 

taxation, in other words, the income is 
assessed to the corporation, not to the 
shareholder. 

British Columbia, the jurisdiction hav- 
ing the longest experience in the direct 
taxation of incomes, entirely exempted 
dividend income received by individuals 
from British Columbia companies. Only 
in the 1930’s were dividends made sub- 
ject to a new graduated surtax, some- 
thing after the English system, and in 
this “English” sense the last British Co- 
lumbia Income Tax Act, suspended only 
in 1940 under the Dominion-Provincial 
tax agreement, provided for the removal 
of “double taxation”. 


1925 Change under 
the Dominion Income Tax 


Turning to the Dominion field, it is 
well known that at the outset the Do- 
minion Income War Tax Act excluded 
dividend income from taxation at the 
normal rate. Since the normal rate was 
substantially the same as the corporation 
income tax this meant that there was 
no double taxation of dividend income, 
or only partial double taxation when the 
rates differed. This situation lasted until 
1926, when the privilege was withdrawn. 
In that year the whole individual income 
tax rate structure was overhauled and, 
effective for the year 1925, a single grad- 
uated rate structure was substituted for 
the previous normal tax plus graduated 
surtax. In making this change-over the 
special treatment of dividends was drop- 
ped. This may have been the result of the 
purely mechanical difficulty of giving an 
exemption from a graduated tax which 
had been easy under a small flat tax. Kt 
appears from a reading of Hansard that 
the government defended the measure on 
other grounds, however. In the debates 
on the Bill in May and June, 1926, the 
Minister of Customs and Excise, speak- 
ing on behalf of the Minister of Finance, 


offered as an explanation for the change 
that it had been made in response to gen- 
eral requests from the public that earned 
inceme be taxed lower than unearned in- 
come. He said that the government had 
not been able to find a satisfactory 
method of achieving this result but had 
felt that at least a step in the right di- 
rection would be to put the two forms 
of income on an equal basis, that is, to 
tax dividends as heavily as earned in- 
come. He also argued for the measure 
on the principle of ability-to-pay, con- 
tending that a person receiving $10,000 
in dividends was just as able to pay full 
taxes as a person receiving $10,000 in 
salary. Formerly $620 had been paid 
on $10,000 salary and $116 on $10,000 
worth of dividends, and the government 
did not feel that this was right. Such 
criticism of the change as there was in 
Parliament was along the traditional lines 
that the move would drive foreign cap- 
ital away from Canada. 


Attitude of 

Canadian Business to Change 

There is ample evidence that the busi- 
ness community in Canada regarded this 
change as of grave concern to itself. In 
reviewing the 1926 budget before the 
Canadian Tax Conference of the Citi- 
zens’ Research Institute in 1927, Mr. 
Hugh MacDonald, then solicitor of the 
Canadian Manufacturers Association, 
said: 

The most drastic change was that 
which cancelled the exemption from nor- 
mal tax of dividends from Canadian 
companies, the new provisions requiring 
shareholders in Canadian companies to 
pay to the full on their dividends, regard- 
less of the fact that the companies them- 
selves have already paid income tax. 

He also said: 

The Dominion government is to be 
commended for the reductions in taxa- 
tion made in the budgets of 1926 and 
1927 but it is regretted that dividends 
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paid by manufacturing companies already 

assessed in corporation taxes must still 

pay a second time in personal incomes. 

It is hoped that the government will see 

fit to abolish double taxation in the next 

budget. 

Mr. MacDonald returned to the same 
theme in the following year and ex- 
pressed continuing hope of impending 
action. He said: 

The question of the taxation of indus- 
trial dividends of companies which have 
already been taxed, and which has been 
the subject of much criticism remains 
still unsolved, but we look for some ad- 
justment next session. 

In the following year, 1931, Mr. Mac- 
Donald was still complaining of the 
existence of double taxation before the 
Tax Conference, but undoubtedly his 
hopes were considerably dampened by the 
raw blasts of the depression and the dis- 
comforting sequel to an actual attempt at 
a remedy made by no less a person than 
the new Dominion Minister of Finance, 
Mr. R. B. Bennett. 


Unsuccessful Attempt 
at Remedy in 1931 Budget 


The circumstances of this all-but-for- 
gotten episode are as follows: in his 
first budget speech of June, 1931, Mr. 
Bennett, holding jointly the posts of 
Prime Minister and Minister of Finance, 
had offered several tax changes. Among 
these were a new income tax schedule 
and also a resolution which would have 
had the effect of exempting dividends en- 
tirely from income tax up to half the 
income of the taxpayer, but not exceeding 
$10,000 in any event. Mr. Bennett's 
own explanation of this change was as 
follows: 


In addition, it is proposed that divi- 
dends from Canadian corporations, up to 
$10,000, shall be exempt from taxation, 
to the extent of one-half the income of 
the taxpayer. In other words, if a man 
has an income of $20,000 per annum, 
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of which $10,000 is derived as dividends 
from Canadian corporations, he will not 
pay a second tax on his dividends, be- 
cause it has already been paid through 
the tax paid by the company. That was 
the law at one time and still is the law 
in most countries. 

Arising out of this and the other tax 
changes proposed by Mr. Bennett there 
burst about his head a storm of opposi- 
tion the violence of which seems to have 
taken him completely by surprise. An 
extremely acrimonious debate ensued in 
the House, the gist of which was that 
Mr. Bennett had favoured himself and 
his friends by his proposed tax changes. 
Mr. Bennett gave a spirited defence of 
his own personal position but ended up 
by withdrawing the dividend exemption 
and most of the other income tax changes 
as well. His was the last voice to be 
raised in support of remedial action for 
many a year to come. Of course, the 
pressing demands of the depression and 
the second world war would have over- 
ridden any such proposals in any event. 


Official Proposals Revived in 1945-46 
It is not until the post-war Dominion 
Provincial Conference of 1945-46 that 
any further official attention appears to 
have been paid, at least publicly, to the 
question of double taxation. Among the 
Dominion proposals for future tax re- 
forms, designed to adapt fiscal policy as 
closely as possible to the needs of eco- 
nomic development, we find the promise 
that steps would be taken to remove 
double taxation in the event of achieve- 
ment of a general tax agreement. The 
hopes for a universal agreement were, 
of course, not realized at that time. How- 
ever, the prosperous conditions of the 
post-war period have made it possible 
nonetheless to institute what is general- 
ly regarded as a very desirable reform. 
The Government has shown an active de- 
sire to remove as far as possible any ob- 
stacle to general participation in the de- 
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velopment of the economy through 
equity investment. It was felt desirable 
therefore that at least a start be made 
toward removing whatever discourage- 
ment arises by reason of double taxation. 


The 1949 Dividend Credit 

Mr. Abbott announced the first step 
in this direction in his 1949 budget 
speech. As you all know it took the 
form of an allowance of 10% against the 
tax on dividends received from either 
common or preferred shares from tax- 
able Canadian companies. The effect 
of this change, stated in another way, has 
been to reduce the marginal rate applying 
to dividend income by 10 points. 

This particular form of solution is dis- 
tinctively Canadian. I imagine that any- 
one who attended last year’s Conference 
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will not have forgotten the long and 
heart-felt discussion of this particular 
form of alleviation. The Government 
was looking for a means of granting re- 
lief to Canadian shareholders of Cana- 
dian companies and it had to take into 
account the fact that a great many share- 
holders of Canadian companies are not 
Canadians. In short, easily half of the 
annual dividend declared by corporations 
in Canada goes to non-residents, mainly 
Americans. Any relief granted at the 
corporate level, therefore, for dividends 
paid out by the corporation would have 
covered a much wider area than the gov- 
ernment felt it was obliged to cover. 
Through the credit granted directly to 
the Canadian taxpayer the relief is local- 
ized and focussed directly on the tax- 
payer whom the Government was con- 
cerned to assist. 


UNDISTRIBUTED INCOME 


I pass on now to what I referred to 
earlier as the problem of “undistributed 
income”. This is a considerably more 
complicated business than the other three 
phases and you will have to forgive me 
if I am somewhat tedious about it. 


Nature of the Problem 


First of all, I would like to make the 
point that this is not so much a prob- 
lem of the taxation of corporations as 
of the taxation of individuals. Look at 
it this way. In an economic sense a cor- 
poration is a dam in the stream between 
activities which produce income and the 
persons who are entitled to receive that 
income, that is, the shareholder. This 
is true in greater or lesser degree. We 
know of some corporations that are mod- 
est spillways, but we all know too of the 
extreme kind of corporation that has 
completely blocked off the stream. No 
dividends at all are paid to shareholders 
and the income is entirely retained in 


the business. I am not suggesting any 
censure here — I am just stating facts. 
Since this dammed-up income, at least 
theoretically, must ultimately bear per- 
sonal income tax, the blocking-off pro- 
cess has two consequences: firstly, it pro- 
tects the income so retained from expos- 
ure to personal income tax in the year 
earned; secondly, if and when the time 
arrives that any substantial part of the 
retained income must be released it is 
immediately exposed to the usually severe 
impact of graduated rates. The first re- 
sult is general since theoretically the pos- 
sibilities of tax avoidance through re- 
taining earnings is inherent in the cor- 
porate structure as such, whether the 
corporation is widely held, closely-held, 
large or small. The second result is 
almost entirely limited to closely-held 
companies, where usually the death of a 
principal shareholder requires the with- 
drawal, if no other steps are taken, of a 
major part of the accumulated earnings. 
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Devices of Avoidance 


Both these aspects have been the cause 
of grave concern under our law because 
of the complete escape of any payment 
or transaction that can be justified as a 
capital gain or a capital liquidation. The 
nature of the corporate financial struc- 
ture is such that only a fairly simple 
operation, involving usually no more 
than a bookkeeping entry, is required 
to convert what at one moment is an 
amount of unearned income into what 
at the next moment is part of the share- 
holders’ capital account. As such, with- 
out any contrary provision in the law, 
the liquidation of capitalized income of 
this form would be tax exempt. The 
fascinating possibilities of this and the 
other mechanisms of escape — particu- 
larly the tax free inter-company dividend 
— have produced a constant war of 
nerves between the tax administration 
and the taxpayer. There is an open 
season here for new and original ideas, 
and the scope for imagination is almost 
unlimited. One could also have to con- 
cede that in this regard the legal and 
accounting professions in Canada have 
not been found wanting in ingenuity. 
In this rough game the tax administrator 
can only struggle to keep up, meanwhile 
relying on such weapons of terror as 
section 32A and its successor, section 126. 


Early Provisions of Dominion Law 


Let us take a quick look at the record 
of the past grapplings with these tough 
problems. At the outset the 1917 In- 
come War Tax Act bravely disposed of 
the whole problem of tax incidence by 
providing that every shareholder's in- 
come would each year include his pro- 
portionate part of the whole earnings 
of the corporation for the year unless 
“the Minister is of the opinion that the 
accumulation of such undivided and un- 
distributed gains and profits is not made 
for the purpose of evading the tax, and 





is not in excess of what. is reasonably 
required for the purposes of the busi- 
ness”. For obvious reasons this sweep- 
ing and hopeful solution was unwork- 
able, and in 1919 it was converted to 
the more familiar provision that the un- 
divided profits would not be income of 
the shareholders unless the Minister was 
of the opinion that they were in excess 
of business requirements. This particu- 
lar revision remained substantially un- 
changed — and one might add substan- 
tially unused — until the last year or 
two. It was last known as section 9(6). 


Disposition of Pre-1917 Surpluses 

Another problem that had to be tack- 
led right at the outset was the treatment 
of pre-1917 surpluses. At first these 
were exempt when declared in excess 
of income earned in 1917 and thereafter. 
In short, dividends paid in excess of 
post-1917 earnings were exempt from 
tax. This treatment one can well im- 
agine was productive of all kinds of 
complications, and was repealed in 1920. 
At that time it was provided that all 
dividends declared after December 31, 
1919 would be taxable in the year re- 
ceived. This provision was not actually 
brought into effect until January 1, 1921, 
however, so that companies were put on 
their warning and given a whole year 
in which to clear out the pre-1917 sur- 
pluses. No later changes were made re- 
garding pre-1917, and little more need 
be said about this aspect. It is gener- 
ally understood that no distinction is 
now made where a company with pre- 
1917 surplus on hand declares a regular 
dividend, except where the company is 
winding up. In this case the pre-1917 
surplus is not taxed on distribution. 


1930 Measure of 
Relief for Post-1917 Surplus 
The disposition of undistributed sur- 
pluses earned prior to 1917 was only 
the first of four stages in the treatment 
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of the general problem. The second 
came in 1930 when the Act was amend- 
ed to allow the distribution free of tax 
of surpluses accumulated prior to the 
commencement of the 1930 taxation year 
on winding up, discontinuance, or rfe- 
organization of the corporation. This 
provision remained in effect until 1934, 
when it was repealed. The Ives Com- 
mission in 1945 attempted to ascertain 
to what extent advantage had been taken 
of the opportunity it afforded to distri- 
bute earned surpluses. It reported as 
follows: “From the evidence presented 
to the commission it is clear that many 
companies did not do so.” 


Ives Commission Measures 

The third stage in this evolution 
was Part XVIII of the Income War Tax 
Act, enacted in 1946, following the 
recommendations of the Ives Commis- 
sion. Under it a private company, at 
first limited to one having 50 and then 
later on 75 shareholders, was allowed 
to pay a graduated tax on its earned 
income accumulated prior to 1939. The 
amount on which tax was so paid could 
then be distributed to the shareholders 
as a dividend free of any further in- 
come tax. ‘This opportunity appeared 
to have been very attractive to many 
companies and something over $50 mil- 
lions in revenue was collected by the 
Government under this section. 


Need for a Solution in 1950 


The real difficulty with both these 
second and third stages, however, was 
that neither offered a permanent solu- 
tion. The 1930 arrangement of free 
distribution without any tax at all could 
hardly be accepted in this country as a 
permanent solution, while the Part XVIII 
treatment was essentially a device to pro- 
vide for a block of income. In the 
meantime, with the increase both in 
undistributed earnings and in the rates 
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of personal income tax and succession 
duties, the problem had become more 
acute than ever before. It became all 
the more desirable, therefore, to find 
a permanent answer. It is believed that 
such a solution has now been found, and 
I will deal with it below. 


Past Measures to Prevent Avoidance 


Finally, there has been what I referred 
to as the silent war to prevent leakages 
of accumulated income through one tax- 
free channel or another. One channel 
that appears to have been open prior to 
1924 was blocked in that year when it 
was provided that the distribution of 
property of a company on winding-up, 
discontinuance or reorganization would 
be deemed to be a dividend to the ex- 
tent of its undistributed income on hand. 
In 1926 one important new avenue was 
opened, but several others were blocked. 
The new egress came with the specific 
allowance of tax exemption for inter- 
company dividends. The blocking at- 
tempts were aimed mainly at capitaliza- 
tions on a reorganization, reduction, re- 
demption or conversion of shares, re- 
demption of shares at a premium and 
the lending of money by a corporation 
to its shareholders. Another provision 
attempted to block the avenue opened 
by the new tax-free inter-company divi- 
dend by describing a specific kind of 
transaction that was to be outlawed. 
These 1926 measures, with some changes, 
remained the basic protective provisions 
of the Act until secs. 32(A) and 32(B) 
were added in 1938. These were tight- 
ened up further during the way by Mr. 
Isley, and were succeeded, of course, 
in the new Income Tax Act, by sections 
125 and 126 and one or two other 
protective sections. 


1950 — A New Solution 


During and after World War II, as 
I have said, all the trouble spots in this 
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complex area of relations between cor- 
porations and their shareholders were 
aggravated by the combined effect of 
further increases in undistributed income, 
much of it built back into bricks and 
mortar to produce for the war effort, 
and also by the sharply increased rates 
of personal income tax. One would 
judge that much of the time of the legal 
and accounting professions in this coun- 
try has been devoted in the last few 
years to assisting clients of advanced 
years who faced what by all counts ap- 
peared to be an intolerable situation. 
It is no secret, of course, not even to 
the Department of Finance, that ways 
were being found to circumvent the prob- 
lem. Most common, of course, was the 
simple and obvious solution of selling 
the shares of a company for what they 
would bring, after the purchaser had 
made the necessary discount for any po- 
tential income tax liability that he might 
be assuming himself. This was a thor- 
oughly legal transaction, but in many 
cases was quite understandably a step 
that was taken with the greatest regret, 
sometimes involving the sacrifice of fam- 
ily control that had existed for genera- 
tions. Other remedies were also ap- 
plied, with which lawyers and accountants 
are familiar. 

This whole problem was brought home 
so often and so insistently to the Min- 
ister of Finance that he felt a solution 
should and could be worked out. Most 
desirable, of course, would be a solution 
that would be permanent, at least insofar 
as anything can be said to be permanent 
in this changing world. As a result he 
introduced in the spring of this year the 
plan with which I am sure all are by 
now fully acquainted. The right granted 
companies having 75 shareholders or 
less to pay a tax of 15% on their pre- 
1949 undistributed earnings, and then to 
capitalize such earnings will in time dis- 
pose of the backlog problem. The perm- 
anent solution, for the future, of allowing 
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the same tax to be paid on an amount 
equal to dividends recommended itself 
as being fair both to the taxpayer and 
the fiscus. By this arrangement the tax- 
payer is given the opportunity of earn- 
ing the right to pay the 15% rate on 
the whole of his undistributed income 
if he distributes half his profits — by all 
counts a pretty fair deal. 


Inter-company Dividends 

Once the main hurdle of giving a 
recognized means of egress for the un- 
distributed income of closely-held cor- 
porations had been surmounted it be- 
came possible to take two or three com- 
plementary steps. Inter-company divi- 
dends from subsidiaries acquired after 
May 10 were blocked except to the ex- 
tent of earnings following the date of 
acquisition, but the right to obtain ab- 
solution through payment of the 15% 
tax was granted. Verging over to a 
wider plane, the declaration of stock 
dividends by any company was classed 
as a capitalization which called for im- 
mediate payment of the 15% rate on the 
amount capitalized. Of the remaining 
changes not the least significant was the 
unlamented repeal of sec. 9(6), which 
had been just as discomforting to the 
tax authorities in actual operation as to 
the taxpayers. 


Mechanism of Capitalization 

The mechanism through which the 
15% tax operates — that is the privilege 
of capitalizing undistributed income on 
payment of the 15% rate — deserves 
comment. Such treatment differs from 
that under Part XVIII, where payment 
of the tax carried the privilege of dis- 
bursing tax-free dividends. This change 
in procedure was due primarily to the 
problem of segregating ad infinitum 
dividends which carried the 10% credit 
from those which did not carry the credit, 
ie., the tax-paid dividends. This dif- 
ficulty promised enough complications for 














.| 
j 


14 


both the administration and the taxpayers 
to bar the dividend route under the new 
plan. 


Purpose and Effect 

One may well believe that this daring 
and novel experiment was not launched 
without very serious consideration being 
given to its general implications. Any 
Minister of Finance would be gravely 
concerned lest an action of this sort be 
interpreted as giving favour towards one 
group of taxpayers in the community. 

In going forward with his bold move 
Mr. Abbott must have had in mind that 
in granting the 10% dividend credit, 
with the promise of increasing the credit 
in future years, the Government had al- 
ready embarked on a path which it hoped 
would ultimately bring an end to double 
taxation. Here, in connection with un- 
distributed surpluses, however, was 
double taxation in its most flagrant and 
destructive form, striking at the very 
roots of a feature of the Canadian econ- 
omy that had contributed greatly to its 
strength — the family business. There 
was every justification, therefore, for mak- 
ing greater haste in this special case than 
might be possible generally. Further- 
more one must indeed be flinty-hearted 
to argue seriously that total taxes which, 
including the Ontario and Quebec 7%, 
the Dominion 38%, and the new 15% 
rate, now a total of 60%, are not enough. 
Add to this that the capitalization route 
means sacrificing the 10% dividend cred- 
it, and also that actual cash withdrawals 
from closely-held companies are prob- 
ably made as often as not for paying 
succession duties on the estate of a prin- 
cipal shareholder, and the total tax load 
takes on pretty sizeable proportions. 

Mr. Abbott no doubt also had in mind 
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that while the 15% rate was in one 
sense a commutation of the personal in- 
come tax otherwise payable, in actual 
fact this new rate would mean not a loss 
of revenue but, in most cases, a clear 
net gain. It is no secret that in many 
instances the Government was just not 
collecting any revenue at all on undis- 
tributed income of certain corporations 
because of the use of the device of a sale 
or other means of liquidation. No Min- 
ister of Finance could find it in his heart, 
therefore, to be displeased with a tax 
change which is already producing a rev- 
enue of about $5 million a month. Un- 
doubtedly this flow will not continue 
indefinitely but it may go on for some 
months yet. Finally, the proof of the 
pudding is in the eating. To our know- 
ledge in the Department there has not 
been one voice raised in anything but 
praise for this whole programme. 


Conclusion 


So much for the very general back- 
ground of the recent corporation tax 
changes. The more immediate back- 
ground is probably quite familiar to 
most of you. I refer, of course, to the 
general overhauling of the Dominion 
income tax system in the post-war per- 
iod — the completely new Act, with the 
substitution of the rule of law for the 
Ministerial discretion, the more expedi- 
tious appeal procedure through the Tax 
Appeal Board and the general stream- 
lining and simplification of forms and 
procedures, which of course is the most 
appealing of the reforms in the eyes of 
the public. I don’t think it is going 
too far to say that all these changes taken 
together have given Canada a modern, 
streamlined tax structure that is one of 
the best in the world today. 
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Foreign Exchange 
Without Tears 





By Sidney Turk 


A lucid explanation of what 
many consider an insoluble mystery 





P HAVE given my remarks the title 
“Foreign Exchange without Tears” 
because foreign exchange is really a very 
simple subject, as I hope to be able to 
demonstrate. People have the impres- 
sion that it is complicated. But there 
is really no magic or mystery about it. 
Naturally those who have made foreign 
exchange work a profession do nothing 
to dispel the aura of mystery which sur- 
rounds it. In fact, they do what they 
can to increase it by throwing in a few 
technical terms at the right moment when 
they are dealing with customers. You 
cannot blame them for that. But strip- 
ped of the jargon of the foreign ex- 
change operator and the gobbledegook 
of the economist, foreign exchange is 
really quite a simple subject. 


Establishment of a 
Foreign Exchange Market 

Since I have given a title to my sub- 
ject, I should also provide a text. This 
I have selected from the statement issued 
on the evening of September 30 by the 
Honourable Douglas Abbott, Minister of 
Finance, when he said: 


It has been decided not to establish any 
new fixed parity for the Canadian dollar 


at this time, nor to prescribe any new 
official fixed rates of exchange. Instead, 
rates of exchange will be determined by 
conditions of supply and demand for for- 
eign currencies in Canada. 
The effect of the decision of the Gov- 
ernment as announced in this statement 
was the immediate re-establishment of an 
exchange market in Canada such as ex- 
isted before the war. From the time the 
Foreign Exchange Control Board com- 
menced operations on September 16, 
1939, until September 30, 1950, there 
had been no exchange market, as such, 
in Canada. During those 11 years all 
exchange transactions were conducted 
through authorized dealers and agents 
appointed by the Board — principally 
the banks — at rates fixed by the Gov- 
ernment. Throughout that period all ex- 
change purchased by these authorized 
dealers was turned over to the Foreign 
Exchange Control Board and all exchange 
sold was supplied by the Board. In 
other words, the Board through its agents 
took on all comers adding surpluses of 
exchange #o its holdings or supplying 
deficiencies from its holdings. Natur- 
ally there were very wide swings in the 
Board’s stockpile of exchange according 
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to whether the people of Canada as a 
whole had, on balance, exchange to buy 
or to sell. 

All this was changed by the Minister's 
announcement of September 30 and I 
now propose to examine the manner in 
which, to use his words, “rates are de- 
termined by supply and demand” by dis- 
cussing the organization and operation 
of the exchange market. 


Foreign Exchange, What Is It? 


What creates the supply and demand 
for foreign exchange? Before attempt- 
ing to answer this question it would 
ordinarily be pertinent to define foreign 
exchange. But this is something I am 
hesitant about doing since in 1946 the 
Department of Justice virtually decided 
that there is no such thing as foreign 
exchange. At that time Justice had be- 
fore them a draft of the Foreign Ex- 
change Control Act. Up to that time 
the F.E.C.B. had operated under the 
provisions of an order-in-council passed 
under the authority of the War Measures 
Act but it became necessary to transform 
this into an Act of Parliament and a 
draft was placed before Justice for con- 
sideration and vetting. The order-in- 
council had laid down what residents of 
Canada are permitted to do in exchange 
transactions and the words “foreign ex- 
change” appeared quite frequently in the 
text. The draft for the proposed new 
Act followed along the same lines as the 
order-in-council and was cast in very 
much the same terms. However, the 
Department of Justice decided that the 
words “foreign exchange” were indefin- 
able and wherever they appeared in the 
draft substituted the phrase “foreign cur- 
rency”, adding where appropriate “or a 
right to any such foreign currency by 
reason of a deposit”. In the end the 


only places the words ‘‘foreign exchange” 
appear in the Foreign Exchange Control 
Act are in the title and in the title of 
the Board itself. 


I have no doubt that 


the Department was quite correct and 
followed the best course from a legal 
standpoint but naturally, after working 
for some years under the Foreign Ex- 
change Control Order, the staff of the 
Board found it rather strange to lose the 
familiar words “foreign exchange’. 

In the broader sense Spalding defines 
foreign exchange as the system by which 
one country clears its financial transac- 
tions with other countries. 


Supply and Demand 


Coming back to what creates the sup- 
ply and demand for foreign exchange, 
economists would answer this question 
by pointing to the various items in what 
they call the balance of international 
payments. This is nothing more or less 
than a statement built up from the best 
statistical information available of all 
the receipts and payments of a country 
in its transactions with the rest of the 
world in a given period — generally a 
calendar year. 

The international financial transactions 
of a country are very similar to the 
financial transactions of an individual 
in his own community. If each of us 
analyzed down to the last dollar all the 
funds which passed through his hands 
during the year we should find practically 
all of the items which appear in the bal- 
ance of international payments. For in- 
stance, in the personal budget of salaried 
people, the largest expenditures would 
be for food, clothing, fuel, equipment 
and goods of all kinds, the counterpart 
of which in the balance of payments is 
represented by imports — that is the 
goods bought by a country. In the bud- 
get of tradesmen, the major portion of 
their receipts might come from the sale 
of goods. In the balance of payments 
the counterpart of this is exports. Goods 
bought from and sold to other countries 
eventually cross the border physically and 
are known as visible trade. 
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Foreign Exchange Without Tears 


Then in our personal budget there is 
rent or interest on mortgage (if one is 
fortunate enough to own a house) the 
counterpart of which in the balance of 
payments is shown as interest and divi- 
dends. The money you spend on vaca- 
tions has its counterpart under the head- 
ing of tourist expenditures. Sums spent 
on insurance and transportation appear 
under the same headings in the balance 
of payments, the latter sometimes being 
called freight and shipping. What in a 
personal budget we should call gifts ap- 
pear as benevolent remittances and even 
church contributions have their counter- 
part under the heading of missionary 
remittances. These and similar items 
which represent services rendered by one 
country to another are known as in- 
visibles. 

Then in examining your annual per- 
sonal finances you might find that you 
had made payments against the mort- 
gage or made repayments of money bor- 
rowed earlier. Or — perish the thought 
— that you had borrowed on mortgage 
or from the bank or had Ient money to 
your friends. International items of this 
kind have their counterpart in the bal- 
ance of payments as movements of cap- 
ital. 

To continue the analogy, if at the end 
of the year you should find that your 
receipts exceeded your expenditures, there 
would be a corresponding rise in your 
bank balance but if your expenditures 
were in excess of receipts, there would 
be a decline in your bank balance. In 
the case of the balance of international 
payments, a country’s foreign exchange 
reserves — including its holdings of 
gold which, of course, can be turned into 
foreign exchange at will — rise or fall 
according to whether receipts exceed ex- 
penditures or vice versa. A country’s 
foreign exchange resources, that is its 
holdings of gold and foreign exchange, 
may therefore be regarded as its interna- 
tional bank balance. 








Mr. Sidney Turk, after serving 
with the Canadian Bank of Com- 
merce in Toronto, Montreal and 
Vancouver for many years, joined 
the Bank of Canada on its forma- 
tion in 1935 as chief of the For- 
eign Exchange Division. In this 
capacity he has also acted as ad- 
visor to the Foreign Exchange 
Control Board since its inception 
in 1939. 


Freedom of Conversion 


All the items in the balance of pay- 
ments — whether visible or invisible 
trade or movements of capital — give rise 
to a demand for, or create a supply of, 
foreign exchange. Ah, but you may 
say, many of them are not paid in for- 
eign currency but in our own money, 
Canadian dollars. You may point out, 
for instance, that interest and dividends 
due on foreign investments in Canada — 
both direct investments and holdings of 
securities — are actually earned in Can- 
adian dollars. This is true, but the for- 
eign exchange regulations have always 
made it possible for non-residents to con- 
vert into foreign exchange out of Can- 
ada’s official reserves the Canadian dol- 
lars they receive from payments on cur- 
rent account including those for goods, 
freight and other services such as in- 
surance and royalties and, as well, 
revenue on their investments. While 
there are still restrictions on the liquid- 
ation of certain forms of capital invest- 
ment by non-residents, it is now the case 
that conversion into foreign exchange 
is available for any Canadian dollars 
actually received by non-residents from 
the sale of their assets in Canada. Of 
course in an international sense the debt 
to the non-resident is not really extin- 
guished until he gets his money back in 
a form which he can use in his own 
country, that is, in his own currency. 
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It is for this reason that where feasible 
the Control Board facilitates conversion. 
Mind you, non-residents do not always 
necessarily ask for conversion. In some 
cases they leave their receipts in Canada 
for investment here. 


You will have realized that virtually 
everybody in Canada is at some time or 
other a buyer or seller of exchange. We 
do not all engage directly in foreign 
trade but most of us have occasionally 
to buy funds for travel purposes or to 
send as a gift to relatives or friends. 
And some of us may receive dividend 
cheques on foreign stocks or gifts from 
abroad and many small people in trades 
which cater to tourists take in foreign 
currency in the ordinary course of their 
daily business. The greatest buyers and 
sellers are, of course, the big import and 
export houses, the transportation compan- 
ies and the investment firms. The Can- 


adian Government also makes heavy ex- 
penditures abroad for various purposes 


and also has large receipts of foreign 
exchange including the proceeds of gold 
refined by the Mint. 


Retailers and Wholesalers 
When people — individuals, firms, 
companies and corporations — have ex- 
change to buy or sell they get in touch 
with the bank. The branch banks are 
the main retailers of foreign exchange. 
The post office with its money order 
service is also a retailer but only for the 
sale of exchange and the same is true 
of the express companies with their 

money order and C.O.D. services. 


These retailers operate on rates which 
are supplied by their head offices either 
in the form of a bulletin despatched by 
mail — usually through a central branch 
which services a district — or, in some 
cases, by wire. But the rates they receive 
in this manner may be applied only to 
relatively small amounts — say a couple 
of thousand dollars or so — and if they 


are asked to quote on larger transactions 
they must obtain a fresh rate from their 
head office either by wire or telephone. 


The Foreign Departments conducted 
by the banks at their head offices in 
Montreal and Toronto are, in fact, the 
wholesalers and it is here that the for- 
eign exchange market really exists. 


The Market and Its Operation 


We have now got to the point where 
it is pertinent to inquire what the ex- 
change market is and how it operates. 
Since it is usual to associate the word 
“market” with a building of some sort 
it is desirable to say first of all that 
there is no one building which houses 
the exchange market. Although there are 
exchange brokers, unlike the stock ex- 
change these brokers do not meet at a 
central point to haggle over prices and 
there is no Board room in which rates 
are posted on a blackboard as deals are 
fixed. All the haggling and bargaining 
is done over the telephone or by fast 
telegram and cables. The exchange 
market is, in fact, physically no more 
than a network of communications link- 
ing dealers and brokers in their own 
offices. 


The core of the market is represented 
by the trading sections of the banks’ for- 
eign departments. The function of ex- 
change brokers is merely to act as in- 
termediaries between the different banks 
and bring buyers and sellers together. 
It would be possible for the banks to 
maintain direct contact with each other — 
particularly since in Canada there are 
only 12 banks, including the Bank of 
Canada and the Montreal City and Dis- 
trict Savings Bank, operated in the 
market — but it is found much more 
convenient to employ brokers, thus cut- 
ting down the amount of telephoning 
necessary to keep in touch to say a tenth 
of what it otherwise might be. When 
a bank has business to do it indicates 
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to the brokers — there is one in Mont- 
real and one in Toronto — the amount 
of exchange it wishes to buy or sell and 
the rate it has in mind. The broker 
then contacts the other banks to try to 
find one which is interested. When the 
broker arranges a deal he discloses the 
names of the principals to each other 
and thereafter they settle with each other 
direct. Neither the foreign exchange 
nor the Canadian dollars paid in settle- 
ment pass through the hands of the 
broker. In fact, the only cash he ever 
handles is the small brokerage commis- 
sion, or other fee, he receives for his 
services. In other words, the broker never 
buys or sells exchange for his own ac- 
count or acts as a principal in any way. 


As soon as a deal has been arranged 
it is the duty of the broker concerned 
to advise all the other banks participating 
in the market that exchange has changed 
hands and to let them know the rate 
and the size of the transaction. In this 
way all the banks are kept in touch with 
the level of quotations. The broker does 
not disclose the names of the principals 
to the other banks and market deals 
therefore have an element of anonymity. 


The Bank Trading Sections 


Suppose we take a look at the way the 
bank trading sections run their business. 
If you looked into a trading room you 
would see that the traders are equipped 
with a battery of telephones. These 
would include direct lines to the broker, 
to one or more of the bank’s main city 
branches, and to the telegraph and cable 
companies as well as a number of out- 
side lines. In addition there will prob- 
ably be direct telegraph or teletype con- 
nections with New York and with such 
large western branches as Winnipeg and 
Vancouver. Through these various means 
of communication the traders are con- 
stantly receiving from their branches and 
from their correspondents in the United 
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States and overseas requests for quota- 
tions at which they will buy or sell 
exchange, firm orders to fill and reports 
of transactions effected. 


Constantly checking the market 
through the broker, the traders give rates 
for the specific transactions on which 
they are asked to quote based on the last 
deal reported. For instance, if the last 
deal reported in the market was at 5% 
premium for United States funds or, to 
express it more correctly, at 1.05, they 
would probably be prepared to quote for 
quick acceptance say a buying rate of 
1.04 15/16 and a selling rate of 1.05 
1/16. As soon as any business is 
fixed they jot it down on a position sheet. 
Some of the business fixed will represent 
purchases of exchange while some will 
represent sales. The object of the traders 
is, while protecting their margin of profit, 
to keep as closely balanced a position as 
possible. If the position sheet indicates 
that purchases are in excess of sales they 
make use of the broker to sell the excess 
to other banks in the market. Similarly, 
if sales exceed purchases, they have re- 
course to the broker to pick up the 
deficiency from other banks. 

To illustrate, if the trader fixes a rate 
of 1.05 1/16 and sells $500,000 (U.S.) 
to a Montreal cotton importer and at 
about the same time purchases $500,000 
(U.S.) from a Winnipeg grain house at 
1.04 15/16, the transactions match off — 
or marry off as they say in the exchange 
world — and do not affect his position. 
He has made a profit of 1/8% and has 
no need to take any part of the business 
to the market through the broker. This, 
however, is the trader’s dream. It very 
rarely happens. 

It is much more likely that the cotton 
importer is a customer of Bank “A” and 
the grain house a customer of Bank “‘B”. 
Then you have a situation where Bank 
“A” is short of United States dollars 
and requires $500,000 to cover its posi- 
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tion while Bank “B” is long and has 
$500,000 to unload. Both will cautiously 
approach the market through the broker 
and eventually the latter will bring them 
together. Probably it will be done in 
piecemeal fashion as neither trader will 
want to show the full extent of his in- 
terest for fear of influencing the rate 
against himself. Usually trading is done 
in lots of $100,000 and traders do not 
like to expose their hand to a greater 
extent. 

This, of course, is a very simple illus- 
tration. In actual practice nearly all of 
the banks will be operating in the market 
at the same time and, as their positions 
are constantly shifting as they fix the 
rate on transactions at their various 
branches throughout the country and with 
their correspondents, it is frequently the 
case that a bank will be a seller in the 
market at one moment and a buyer the 
next. 


Fluctuations in Rates 


Needless to say, if there are more 
sellers than buyers the rate weakens, 
and if more buyers than sellers, the rate 
strengthens. However, banks may be 
holding a number of orders that they 
have been instructed to fill if the rate 
reaches a certain level and, as the rate 
declines, it attracts new buyers and, as 
it strengthens, it brings in new sellers. 
It is therefore the case that while, to 
use Mr. Abbott’s words again, “the rate 
of exchange is determined by conditions 
of supply and demand”, it is also true 
that to some extent supply and demand 
is determined by the rate of exchange 
itself. And this is all to the good as 
the fact that each acts upon the other 
exerts a stabilizing influence on the move- 
ment of the rate. 


The Sterling Market 


So far I have mentioned only market 
operations in United States dollars. The 


local markets are, however, also quite ac- 
tive in sterling. There is nothing in- 
deed to prevent deals being arranged 
between banks through the market in the 
various other foreign exchanges. But in 
practice such deals are rare. One reason 
for this is that trade with most countries, 
both inward and outward, is generally 
conducted in terms of United States dol- 
lars or sterling. The supply of, and de- 
mand for, other exchanges is therefore 
relatively quite small. As a general rule 
banks obtain their requirements of these 
foreign currencies — or dispose of their 
surpluses as the case may be — in New 
York against United States dollars, in 
London against sterling, whichever is 
appropriate to the regulations, or direct 
with the country concerned against Can- 
adian dollars. 


Coming back to the market for sterl- 
ing, those who have been following ex- 
change quotations in the newspapers will 
have noticed that the rate for sterling 
has moved in close unison with that 
for United States dollars. The ratio 
between the two exchanges has, in fact, 
approximated the parity for sterling in 
terms of United States dollars as agreed 
by the United Kingdom with the Inter- 
national Monetary Fund, namely, $2.80 
to the pound. That this has been the 
case has not been due to pure luck or to 
any phenomenon. When exchange was 
placed on a fluctuating basis the United 
Kingdom authorities were, of course, 
anxious that the rate for sterling in our 
local markets should reflect the official 
rate between sterling and United States 
dollars after allowing for the difference 
between the United States dollar and the 
Canadian dollar. The International Mone- 
tary Fund too has always taken an in- 
terest in the maintenance of what they 
refer to as “orderly crossrates’”. Accord- 


ingly, after making suitable arrangements 
with the United Kingdom exchange 
authorities the Foreign Exchange Control 
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Board advised the banks that it was 
prepared to take off their hands any 
sterling which proved surplus to their 
requirements and give in exchange Un- 
ited States dollars, and similarly to supply 
sterling against payment in United States 
dollars to meet their deficiencies, at the 
appropriate official rates existing in the 
United Kingdom. These rates are at 
present 2.79 7/8 and 2.80 1/8. 

Consequently the rate in Canadian 
markets for sterling can get out of line 
with official rates for “London on New 
York” only to the extent of the differ- 
ential between Canadian and United 
States dollars. For instance, if United 
States dollars are quoted in the markets 
in Montreal and Toronto at 1.05, sterl- 
ing may range between 2.93 7/8 and 
2.94 1/8, but would not move outside 
of this range. This is the only manner 
in which sterling transactions differ from 
those for United States dollars. The 
operations in the market itself are en- 
tirely similar to those for United States 
dollars. There are active dealings be- 
tween London and Montreal and Toronto 
and the trading departments of the banks 
fill in the market a good many orders 
received by cable from their correspond- 
ents in London. 


How the Market Was Established 


When the banks were advised on Sep- 
tember 30, which was a Saturday, that 
the Government had decided to with- 
draw the official rates and allow the level 
of exchange to be determined by the 
forces of supply and demand, they did 
not at first see how a market could pos- 
sibly spring into being by Monday morn- 
ing. The machinery of the market had 
disappeared when exchange control was 
instituted in September 1939. At that 
time, as it were by a stroke of a pen, the 
exchange brokers had been put out of 
business. Where were exchange brokers 
to appear from now? Fortunately this 


question did not remain long unsolved. 
In 1939 the Foreign Exchange Control 
Board had taken on its staff most of the 
brokers whom its coming into being had 
dislodged. A request from the banks 
for the temporary release of one of these 
experts who was still with the Board, 
had been anticipated and was readily 
arranged. This supplied the need for 
Montreal, and the banks themselves pro- 
duced an experienced man from their 
own ranks for Toronto. But given the 
men, where were they to be housed? 
Under present conditions how could of- 
fices in Montreal and Toronto be ob- 
tained at a moment’s notice? Eventually 
the question was asked if the Board it- 
self could possibly lend offices in those 
cities temporarily for this purpose. This 
request had also been anticipated and 
the agreement of the Board to provide 
offices until other accommodation could 
be arranged was speedily forthcoming. 

But now the third question: without 
adequate means of communication an 
exchange market could not operate. How 
could the necessary telephone facilities 
possibly be set up in time? Here the 
Board had to volunteer the information 
that this contingency had also been fore- 
seen and that the offices it proposed to 
make available temporarily in Montreal 
and Toronto were already in process of 
being equipped with a number of lines. 
These lines would not pass through the 
Board’s switchboard and while the num- 
bers would be communicated to the banks 
they would not be listed. They would, 
therefore, be available exclusively to the 
brokers and the banks which would pro- 
vide reasonable facilities until direct wires 
into the banks’ trading departments could 
be put in by the telephone company. 

It was thus the case that at 9 a.m. in 
the morning of Monday, October 2, 
brokers were installed in Montreal and 
Toronto and ready to do business. After 
a lapse of 11 years the market was open 
again. 





Accounting for 
Small Law Offices 


By John O'Neill, C.A. 


The records a lawyer 
should keep, and what to record in them 





ITTLE has been said or written for 

some time about the accounting 
records of lawyers, yet the members of 
that profession handle substantial 
amounts of clients’ funds and require up- 
to-date and accurate records irrespective 
of the size of their practices. 

Lawyers generally administer two 
classes of funds — their own and those 
which belong to clients. The latter are 
herein referred to as trust funds. It 
follows that trust funds shall be kept 
separate from a lawyer's own funds so 
that two bank accounts at least are re- 
quired. Into the trust funds bank ac- 
count will be deposited moneys held tem- 
porarily on behalf of clients such as rents 
and interest collected or deposits on ac- 
count of real estate or other transactions. 
The own account will receive fees earned 
and from it will be paid office and oper- 
ating expenses. 

To record the financial transactions of 
a small office the following books and 
records are usually required. (Suggested 
rulings and headings are submitted at the 
end of this article — see p. 24-6.) 


Trust Funds 
Duplicate Receipt Book 


This book records the receipt of all 
money received for and on behalf of 
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clients, showing date, from whom re- 
ceived and account to which it belongs. 
An adding machine tape of the day’s 
receipts will give the total to be de- 
posited. Receipts should be deposited in- 
tact. Any small cash disbursements for 
or on behalf of clients should be made 
from a petty cash fund which is referred 
to later. 


Cash Receipts and Disbursements 


The receipt side of the cash book is 
written up from the duplicate receipts. 
It shows the pertinent data mentioned 
on the receipt as well as the amount 
deposited. 

The disbursement side is usually writ- 
ten up from the information contained 
on the cheque stubs. It shows date, 
client, to whom paid and amount. 


Trust Funds Ledger 


The trust fund ledger contains a sheet 
for each client and is posted from the 
information contained in the cash re- 
ceipts and disbursements book or books. 

Fees or commissions earned on collec- 
tion of rents, mortgages or trade ac- 
counts must be transferred from trust 
funds to own account. Lawyers custom- 
arily record income on a cash basis and 
it is therefore usual to transfer such fees 
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Accounting for Small Law Offices 


and commissions to own account when 
remittances are made to clients. Should 
remittances be numerous it is suggested 
that each fee be entered on a charge 
sheet at the beginning of the client’s 
ledger and one transfer made each month. 


General Ledger 

The general ledger accounts will be: 

Bank; 

Due to or from own account; 

Client’s accounts. 

To ‘Due to or from own account” will 
be posted a debit for the exchange from 
the cash receipts and a credit for the fees 
or commissions etc., as well as small 

cash items disbursed for and on 
behalf of trust funds. This account will 
give us the amount to be transferred 
from one bank account to the other at 
the end of each month. 


Own Account 


In order that a lawyer may render a 
complete and impressive account for his 
services, the client’s ledger must record 
full particulars of services rendered as 
well as amounts charged. This informa- 
tion is posted daily from the log sheet 
or book. Log entries are made by the 
lawyer, his stenographers and telephone 
operator. 

The sheets are reviewed daily and the 
particulars to be posted to the accounts 
are entered in the ‘Nature of Services” 
column. Should a tentative fee be set, 
it is posted in the appropriate column. 
The information is then transferred to the 
client’s ledger account. 


Duplicate Receipt Book 
A receipt is issued for all sums re- 
ceived, mentioning date, from whom re- 
ceived and nature of service. An adding 
machine tape of the day’s receipts will 
give the total to be deposited. Receipts 
should be deposited intact. 


Cash Receipts 
This book is written up from the in- 
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formation contained on the duplicate re- 
ceipts. 

A column for sundry fees is inserted 
as there are numerous amounts received 
which do not warrant the opening of a 
ledger account. 


Bank Disbursements 

This book is written up from the in- 
formation contained on the cheque stub. 
It may contain as many columns as are 
desired. Expenses are entered when paid 
and usually office salaries with unemploy- 
ment insurance and tax deducted are re- 
corded in separate columns. If lawyers 
are in partnership, a separate column for 
drawings is used for each lawyer. Fre- 
quently, lawyers are required to advance 
their own funds on a client’s behalf. 
These amounts are recorded in the ac- 
counts receivable column and in total are 
described as “Disbursements on behalf of 
clients”’. 

Petty Cash Disbursements 


This book is to record small cash dis- 
bursements necessary to the operation of 
an office. Frequently, such amounts are 
disbursed for and on behalf of trust 
fund accounts. These are recorded in a 
“Trust Funds” column. The individual 
amounts are posted to the clients’ trust 
fund account and the total to “Due to 
or from trust fund account” in the gen- 
eral ledger. Petty cash is kept on the 
imprest system and as cheques are issued 
to replenish the fund, they are charged 
to ‘Petty Cash” account in the general 
ledger. At the end of the month, the 
petty cash book is ruled off and posted 
to the appropriate accounts in the general 
ledger. 


Accounts Receivable Ledger 


The accounts receivable ledger is 
posted from the information contained on 
the log sheet, cash receipts, bank dis- 
bursements and petty cash disbursements. 
Its headings and rulings are the same as 
the clients’ account for trust funds. As 
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accounts are rendered, the total for fees 
is recorded in the tentative fee column as 
shown in the attached examples. 

When payment of the account for fees 
and disbursements is received, it is en- 
tered in the cash receipts and posted to 
the credit of the account. A fee is then 
entered on the charge sheet similar to 
that used for trust funds and posted to 
the debit of the account thus making the 
account balance. 

At the end of the month, the total 
of the charge sheet is posted to the ac- 
counts receivable control and credited to 
fees. 


General Ledger 


The general ledger will contain at least 
the following accounts: 
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Assets 
Bank 
Petty cash 
Accounts receivable 
Due to or from trust funds 
Furniture and fixtures 
Library 
Liabilities 
Tax deducted at source 
Capital 
Capital 
Drawings 
Revenue 
Fees 
Sundry fees 
Trust fund fees 
Expenses 
Rent 
Licences 
Business taxes 
Office salaries 
Unemployment insurance 
Postage and excise stamps 
Office expense 


The trial balance prepared from the 
foregoing accounts will furnish a satis- 
factory basis for the preparation of in- 
terim financial statements. 


ACCOUNT RECEIVABLE — LEDGER SHEET 














Tentative 
Date Particulars Fees Debit | Credit | Balance 
Aug 12 |Account rendered 1200.00 











Accounting for Small Law Offices 





CASH RECEIPTS — TRUST FUNDS 












































Client’s Ex- 
Date Client From Whom Received | Fo | Accounts} change | Deposit 
| | 
DISBURSEMENTS — TRUST FUNDS 
Client’s Cheque 
Date Client To Whom Paid Fo |Accounts| Sundry | Issued 
LEDGER SHEET — TRUST FUNDS 
Tentative 
Date Particulars Fees Debit Credit | Balance 
} LOG SHEET OR LOG BOOK 
Tel. ' Tent- 
Person or ci esi Client Nature of Services ative 
Int. | In | Out | Hrs Fee 
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The Accountant and 
The Tax Collector 





By Vincent W. Scully, C.M.G., F.C.A. 


Deputy Minister for Taxation 


The Deputy Minister offers some helpful 
advice to accountants in respect to the Income Tax Act 





NE of the simple rules of practice 
I adopted when I accepted my 
present job was to look forward. I 
had heard many things about tax law 
and administration which were not very 
flattering, to say the least, and I took 
the view that in running a large and 
complex Department one would soon 
get into pretty deep water if one attempt- 
ed to redress the real or imaginary errors 
of the past. Further, I believe very 
earnestly that it is impossible to stand 
still — we go forwards or backwards. 
In these swiftly moving times it is es- 
sential to have an open mind and cour- 
ageous, intelligent lieutenants if progress 
is to be made. The Department has a 
splendid leavening of capable people and 
I am very proud to say that the account- 
ants rank among them with the best. 
The administration of our Canadian 
income tax law falls very broadly into 
two parts: 
1. The determination of the tax, and 
2. The collection of the tax. 
Comparison with the past or with 
other countries’ practices I cannot make 
because I know little or nothing about 
them. For me to say that we have good 


legislation in Canada, therefore, means 
just that I believe so and not that I mean 
good as compared with any other era 
or place. 


The Roles of Accountant and Lawyer 
Since the inception of income tax 
in Canada, accountants have played 
an increasingly important part in making 
the law, in administering it, in advising 
the public on its many problems and 
even, in a few cases, in devising ways to 
evade it. There probably has been a 
closer tie between the lawyer and the 
accountant in the tax field than in any 
other field. This is not surprising, of 
course, especially as the tax net has 
spread wider and has at the same time 
contracted its mesh. The determination 
of tax, especially in the business world, 
is substantially an accounting job. In- 
deed, I think it is fair to say that if all 
tax returns of businesses were prepared 
by competent accountants, a great many 
of the Department’s and the taxpayers’ 
difficulties would disappear. 

Our lawyer friends have been very 
generous in conceding us an im- 
portant role in this field and I 
would like to reciprocate at least 
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in part by saying that he is a foolhardy 
accountant who presumes to give a client 
legal advice on tax matters, even when 
he is competent and knows what he is 
talking about. There are very danger- 
ous pitfalls for the unwary, pitfalls that 
should be easy to avoid if we can clearly 
understand our own role. Indeed a dis- 
tinguished Montreal lawyer once said 
that the lawyer is called in only when 
an impasse has been reached. This, I 
would hope, will tend to be the excep- 
tion rather than the rule. Taxation has 
become a matter of grave importance to 
a large proportion of the public. It is 
not possible to draft tax legislation so 
that it can be readily understood by the 
man in the street. If he is a wage- 
earner, the tax form probably gives him 
in a fairly simple way all the information 
he needs to enable him to complete his 
return. If, however, he is in business 
he will find the determination of his 
tax a far from simple problem without 
help. The Department, of course, does 
provide such help free of charge. It is 
given honestly and fairly when asked for. 
In fact, I know of many cases where tax- 
payers have been saved large sums by 
being advised properly at the Depart- 
ment’s offices. It is inevitable, however, 
that there be some absence of enthusiasm 
in looking to us to help the taxpayer out 
of his difficulties. In many ways, it is 
better that he should seek advice from 
outside the Department. What kind of 
advice he gets will depend to a large 
extent on where he gets it. 


A Caution to Accountants 

Accountants should be most careful 
in this matter. There are many excuses 
for the errors made by taxpayers when 
they valiantly struggle with their own 
returns. There are few, if any, when 
they enlist and pay for the services of 
the professional accountant. I am not 
at the moment talking about tax fraud 


but of perfectly honest people whose 
knowledge and common sense, for some 
reason or another, seem to desert them 
when they are confronted with the job 
of making out a tax return. I would 
like to point out a few of the things 
that disturb us most. 


The first, and perhaps the worst, is the 
assumption that the return will not be 
carefully examined. This is a very foolish 
hope and one that has cost taxpayers large 
sums in avoidable interest charges. You 
should assume that the return and related 
statements will be closely scrutinized. 
This year’s may be passed but next year’s 
may not. If there is something wrong, 
the Department will go back as far as 
is necessary to get the matter straight. 

Secondly, it has never appeared to me 
that the auditor is doing his job if 
financial statements are prepared “for 
tax purposes” rather than in accordance 
with sound accounting principles, having 
regard to the nature of the business. I 
appreciate, of course, the traditional opin- 
ion that the taxpayer is entitled to ar- 
range his affairs so that he pays the 
minimum amount of tax. When profits 
and tax must be computed for the year, 
it is sometimes difficult to avoid the 
“bird in the hand” attitude. There have 
been many classic examples of smart 
people outsmarting themselves, however, 
when grasping out after the maximum 
advantage. 

Thirdly, tentative returns are an ana- 
thema. In the Department great strides 
have been made to speed up the hand- 
ling of returns and the issue of assess- 
ments. Tentative or interim returns are 
not returns at all. They add to our ex- 
penses and they accomplish nothing for 
an accountant’s clients. 

Fourthly, hypothetical questions are 
mutually dangerous. No one in the De- 
partment is bound or can be bound by 
answering a hypothetical question. In 
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fact, answering such questions is strictly 
forbidden. Accountants have received 
answers to hypothetical questions and 
have then applied them as general rul- 
ings. When the case backfires, the De- 
partment is unfairly accused of trickery 
or double-dealing. If you want answers, 
give us the facts — all the facts — and 
if it’s possible, you will get a straight 
answer in writing. 

Fifthly, remember that the accountants 
within the Department are just as proud 
and jealous of their professional status 
as others are. You will be dealing with 
them or their successors for years and 
their respect for you will be measured 
by the quality of the work you do. 


Payment of Tax 

On the collection side, perhaps the 
most prevalent fault is the rather common 
one of advising clients to pay a smaller 
amount than will certainly be assessed. 
This was particularly serious when the 
Department was far behind with its work. 
I don’t suppose taxpaying will ever be 
a pleasant business for anyone; income 
tax is a reasonably fair tax but it would 
not long remain so if the collection rules 
were not equitably applied. It has not 
been uncommon to get appeals, the chief 
object of which was the postponement 
of the payment. As you know, the leg- 
islation is specific on the point and pay- 
ment must now be made whether an 
appeal is lodged or not. This policy 
will only be varied when the payment 
of the tax would require the sacrifice 
of assets and when the taxpayer provides 
good security. Frivolous appeals are bad 
on all counts. We receive a great many 
— especially at those seasons when ac- 
countants are just too busy to deal with 
an assessment when it is received. If 
you would please remember that it costs 
just as much to handle a frivolous ap- 
peal as a bona fide appeal and that you 
are contributing towards that cost, we 
should have far fewer of them. 


Mr. Vincent W. Scully, C.M.G., 
F.C.A. was admitted to the On- 
tario Institute in 1930 and was 
elected a Fellow of that Institute 
in 1947. From 1932 to 1945 he 
was associated with J. D. Woods 
& Co. as director and secretary- 
treasurer. In 1945 he was made 
Deputy Minister of Reconstruc- 
tion and Supply, a position which 
he held until 1948 when he was 
appointed Deputy Minister of 
National Revenue for Taxation. 


Perhaps I should now touch on a few 
points in the legislation that may be of 
interest. 

In 1948 the enactment of the Income 
Tax Act marked an important milestone 
in the development of a national tax 
system. The Income War Tax Act, by 
reason of the amendments that were ad- 
ded from year to year for 30 odd years, 
had become a strange and unsatisfactory 
hodgepodge of afterthoughts, hindsight, 
and loose phraseology. 


Clarity and Precision of Tax Act 


It has been said publicly that the in- 
troduction of the Income Tax Act has 
materially changed the relationship be- 
tween the Department and the taxpayer, 
that the administrative officers have 
ceased to be time-keepers in a legal game 
and have entered the lists in a war to 
the death for the taxpayer's dollar, and 
this by a practitioner very learned in the 
law of income tax. I mention this not 
because I want to enter a controversy but 
because I feel that some assurance should 
be given to those who may have been 
frightened by this alleged metamorphosis. 
Few laws enacted by Parliament have 
been given the study and consideration 
that attended the passage of the Income 
Tax Act. Let it be remembered that 
Bill 454 — introduced but not debated 
in 1947 — followed a careful study of 





30 The Canadian Chartered Accountant, January, 1951 


this involved subject by the Senate. It 
was generally agreed and actively con- 
tended that the discretionary powers vest- 
ed in the Minister by the existing law, 
the Income War Tax Act, should go and 
that, as far as could be done, the new 
law should say clearly what it was meant 
te say. Not being a lawyer, I hesitate to 
comment on the draftsmanship of the 
Act but I know, from my personal know- 
ledge, of the care and labour that went 
into the drafting of the law and also 
the consideration that was given by the 
Government and its advisers to the rep- 
resentations that were made on many 
points before and after the introduction 
of Bill 454 and in the sessions of the 
Banking and Commerce Committee of 
the House of Commons through which 
the Bill was processed. Perhaps it might 
be said that there are at least two schools 
of thought — one of which believes in 
precise legislation in the administration 
of which the officers of the Department 
have no discretion whatever to change 
the law, and the other of which believes 
in what is lightly termed legislation along 
the lines of broad principle which may 
be interpreted in the way most advan- 
tageous at a particular time for a par- 
ticular taxpayer. As an officer of the 
Crown with some administrative re- 
sponsibility, I feel that the clearer and 
more precise the law is, the fairer is its 
application and I find in the Income 
Tax Act, as compared with its predeces- 
sor, substantial and important progress 
towards clarity and precision. 


Welcome Disappearance of Discretion 

You may be surprised to learn that 
among those who were vociferous in 
their contentions for legislating out the 
discretionary powers of the Minister were 
some who are now puzzled, and baffled 
perhaps, because the officers of the De- 
partment are hewing to the line, admin- 
istering the law as we believe the legis- 


lators intended it should be administered 
— strictly and impartially. 

Of course, it is not for me to defend 
or decry the legislation. I am merely 
pointing out that in this so-called game 
it is difficult and perhaps impossible for 
the taxing authorities to produce a form- 
ula in the form of a statute that could 
be universally accepted. For our part, 
we are glad that the discretionary powers 
have disappeared and we feel that we 
can carry on with our work fairly and 
honestly knowing that at least the rules 
are there for everyone to see — and ob- 
serve! 


Capital Cost Allowances 

And now in saying a word or two 
about some parts of the legislation, I 
will begin with capital cost allowances. 

Accountants, I am sure, must bless the 
originators of the new depreciation sys- 
tem. As one of those who had some- 
thing to do with this innovation, I should 
tell you something of its origin. You 
will remember that under the Income 
War Tax Act, no depreciation was al- 
lowed in the computation of income ex- 
cept what the Minister in his discretion 
might allow. While there were some 
generally accepted rates and while the 
Department's practice was generally un- 
derstood — especially by the accounting 
profession — ‘there was still the law 
which in fact required the exercise of 
the Minister’s discretion every single 
time an allowance of depreciation was 
accorded. The new law definitely pre- 
sctibes allowances in respect of capital 
cost. Had it been possible to do so, the 
details that now appear in the regulations 
formally issued under the authority of 
the Governor in Council, would have 
been written into the Act itself. | Once 


issued, these regulations are, of course, 
part of the law and once they have been 
stabilized — if that is feasible — prob- 
ably they should be written into the stat- 
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ute. It was felt, however, that in fairness 
to the public, what is largely a question 
of equitable rates should be set by a more 
flexible method and I feel sure that at 
present few practical people would seri- 
ously quarrel with that idea. 

You know also that an entirely new 
principle was introduced — the provi- 
sion that the taxpayer was entitled to re- 
cover his capital cost out of profits. This, 
as far as I know, was new as far as Brit- 
ish or American practice was concerned. 
It was felt that the allowances should 
not exceed the capital cost and that with- 
in fairly broad limits the taxpayer should 
be free to claim or not to claim these 
allowances, as his own best interests dic- 
tated. How this plan could be imple- 
mented in the simplest and fairest way 
was a problem of great complexity. What 
was adopted was finally considered to 
be the most effective method, having re- 
gard to the multiplicity of factors that 
enter into these calculations for several 
hundreds of thousands of taxpayers. 
Whatever may be said for or against a 
declining balance method, the fact is 
that no other method could be found 
which combined the important factors 
of simplicity and fairness and, at the 
same time, lent itself to expression in 
terms that could be understood by the 
average businessman. It may mean lazy 
accounting, but for thousands of tax- 
payers complex accounting is not neces- 
sarily good nor is simple accounting 
necessarily bad. 


Complaints Few 

It is much too early to judge this new 
system. The Department has had extra- 
ordinarily few complaints. Most of these 
have had to do with rates and since the 
maximum allowances cannot exceed cap- 
ital cost, the Department has in most 
bona fide cases recommended appropri- 
ate adjustments in the regulation. No 
doubt there will be problems that could 


not be foreseen. This is the first time in 
Canada that this important matter had 
to be clearly laid down for all tax- 
payers. If there are defects in the system 
that result in grave inequities or if there 
are refinements that would improve or 
further clarify the rules, they will be 
fully considered by officers who are just 
as convinced as you are that nothing 
short of perfection is good enough. I 
would suggest that the accounting pro- 
fession should help us in this field by 
first mastering the rules, by fairly apply- 
ing them and by bringing to the atten- 
tion of the Department any points that 
cause trouble or dissatisfaction. 


Inventory Valuation 


Inventory valuations are provided for 
in s. 14 and in Part XVIII, s. 1800 of 
the regulations. This also was new in 
the law. Since it is a requirement to 
compute taxable income for the year, it 
was felt that any system of averaging 
profits by inventory manipulation or any 
device which might tend to transfer tax- 
able income from one period to an- 
other by inventory price adjustments 
would defeat the purpose. Hence the 
specific provision: an inventory must be 
valued at cost or at market or at the 
lower of cost or market. There is no 
provision under which basic quantities 
or basic prices or any of the other meth- 
ods of lowering inventories beyond the 
lower of cost or market can be employed. 
This has always been a controversial 
subject. But it is hard to see how any 
business can have difficulty under these 
new provisions, even though the tax ad- 
vantages which might flow from some 
other method of pricing are not avail- 
able. 


Undistributed Surpluses 

of Private Companies 
The most recent innovation in this 
law of ours is the now famous s. 95A. 
Twice before — in respect of the years 











32 The Canadian Chartered Accountant, January, 1951 


ending in 1929 and again in respect of 
the years ending in 1939 — Parliament 
made provision for the relief of pri- 
vate companies. A Royal Commission 
under the Honourable Mr. Justice Ives 
had reported on this vexed question. In- 
deed it seems to have been generally con- 
ceded that the prudent businessman who 
had paid corporation taxes and re-invest- 
ed the remainder of his profits in the 
development and expansion of his busi- 
ness, should not be left on a limb from 
which he could only escape by selling his 
shares or withdrawing his surplus in bulk 
‘at near-confiscatory tax rates. 


The previous legislation had been ex-: 


pedient. It provided interim relief but 
did ‘not. make it possible for the owner 
of a business to chart his future with 
any confidence as to where he might 
stand in 1949 or 1959. 

The new provision, while similar in 
character to its predecessor in the field 
as far as accumulated earnings are con- 
cerned, is completely new insofar as its 
continuing provisions are concerned, and 
there are a few points which perhaps 
should be mentioned. 

First, there must be an election in re- 
spect of all the undistributed income on 
hand as at the end of the 1949 fiscal 
year. Some companies whose years end- 
ed in 1949, before December 31, have 
expressed dissatisfaction with this — es- 
pecially when the 1949 part of their 
1950 fiscal year was a good one. It 
would be quite impracticable to depart 
from a principle that has governed cor- 
porations since 1917, and that is that 
the fiscal year is the taxation year. 

Second, there is no election if the 
tax is not paid as prescribed in the law. 
There is no discretion here — there can 
be none and, therefore, if your clients 
cannot pay the tax, they should not elect, 
since they will expose the shareholders 
to serious obligations. This is not the 
kind of situation that arises when annual 


corporation taxes are not paid: the pay- 
ment of the 15% tax at the time of 
election is an essential condition of the 
transaction. 

Third, determination of undistributed 
income must be made before the tax can 
be paid and, therefore, before the election. 
It is surprising how many auditors seem 
unable to make this relatively simple 
calculation. The Department's officers 
have been swamped with requests to 
compute earned surpluses. This obvious- 
ly is not a job for the Department. The 
definition is clear and where there is 
doubt, a reference to the district office 
will bring a prompt reply. But the ac- 
countant should make the calculation. 
In the vast majority of cases, the calcu- 
lation should be exactly right. As far as 
it is possible to do so, the district offices 
will check the figures immediately but, 
where there is any doubt in the account- 
ant’s mind, he should express it when 
filing the forms so that the verification 
can be made before the client has effect- 
ed an irrevocable distribution which 
might in whole or in part be taxable. 

It is important to remember that this 
is continuing legislation, assuming that 
the undistributed income at the end of 
the 1949 year has been cleared, there 
will recur the question of 1950 and fu- 
ture years’ earnings. This should at 
least require that the accountant will 
compute annually and accurately the 
undistributed income on hand and be in 
a position to advise his client without 
the time-consuming research that inevit- 
ably results from putting off the job. 

Lastly, I should re-emphasize that this 
s. 95A clearly defines the rules. There 
is no discretion in the Department to vary 
them in any particular and, furthermore, 
there are no time limits which might 
tend to induce a taxpayer to act without 
considering carefully his position under 
the section. 

There were other important changes in 
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the legislation in 1950 that accountants 
should fully understand. 


Limitation on Tax-Free Dividends 


Section 27 (subsecs. (1A) to (1F) 
inclusive) deals with dividends passing 
from corporation to corporation and 
limits the tax-free principle under cer- 
tain circumstances. These provisions are 
important especially when a plan of pur- 
chase or re-organization is being consid- 
ered and should, of course, in the ob- 
vious circumstances, be read in conjunc- 
tion with s. 95A previously referred to. 


Charitable Exemptions 

A change of more limited application 
but of important significance for ac- 
countants occurs in s. 57, dealing with 
charitable organizations. This may look 
somewhat involved but the simple ef- 
fect of it is to require so-called charit- 
able foundations or charitable trusts to 
disburse at least 90% of their income 
for charitable purposes if the tax-free 
status is to be held. Donations to char- 
itable foundations or trusts qualified 
under s. 57 are, of course, allowable un- 
der s. 26(1) (a). 


10% Rate on Corporation Income 

In 1949, a step was taken towards 
eliminating what has been called double 
taxation of corporation profits. This 
provided for a rate of 10% (now 15%) 
on the first $10,000 of corporate income 
and a tax credit to the shareholders of 
10% of the dividend received. This was 
intended to benefit particularly the great 
mass of small businesses operating under 
corporate charters. The original defini- 
tion of related corporations was found 
to be too restrictive and was changed in 
1950 by s. 36(4) and (5). It is im- 
portant for accountants to be sure, when 
their corporate clients are claiming the 
right to be taxed in part at the lesser 
rate, that they meet the conditions pre- 
scribed in this section. 
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Suggestions Welcome 


I suppose it may be expected that the 
future will see many other changes in the 
law and practice. Constructive criticism 
from informed sources will always be 
given the fullest consideration by the 
Department and, no doubt, by the Gov- 
ernment. It would be well for those who 
get ideas to remember the importance of 
thinking a suggestion through. Many 
of the ideas that reach the Department 
are discarded because they are imprac- 
ticable or because they have already been 
adopted or because the suggester has 
failed to make clear what he is talking 
about. I refer particularly to sugges- 
tions that have to do with administrative 
practices. Sad to relate, most sugges- 
tions regarding the taxes themselves are 
unacceptable for perfectly obvious tea- 
sons. 


Consideration of Amendments 


It might interest you to know how 
amendments to the law are developed. 
Broadly, such amendments fall into two 
classes: those that are put forward by 
the Government in the presentation of 
the Budget and those that are moved in 
Parliament during the debates that fol- 
low the introduction of the Budget. 

Into the first class usually fall all tax 
changes that arise from Government tax 
policy. These, as you may suppose, rep- 
resent high Government policy. The 
role of the official is to consider such pro- 
posals from the technical and administra- 
tive points of view and to assist the 
Ministers in their endeavours to produce 
practicable and equitable legislation. 
Apart from the tax policy itself, there 
are usually many other proposals to be 
considered. Dozens of individuals put 
forward ideas that have to be sifted and 
appraised; organizations such as the Can- 
adian Tax Foundation, the Federation of 
Agriculture, the Chambers of Commerce, 
etc. may present to the Minister of Fi- 
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nance or to the Government important 
briefs which must be carefully exam- 
ined. And then, the Department may 
have proposals. These arise from ad- 
ministrative difficulties, the need for 
clarification in the law, or the correction 
of obvious errors. The important thing 
is that no reasonable proposition is ig- 
nored. Indeed, in my brief experience 
I have been amazed at the care and study 
which are given to virtually all proposals 
put forward by people or organizations 
outside the official family. The Tax 
Foundation has been especially objective 
in its approach to tax problems. It has 
been very gratifying to see how success- 
fully the legal and accounting profes- 
sions have collaborated in this organi- 
zation. 

Some weeks before Parliament meets, 
the Ministers of Finance and National 
Revenue and their chief officers begin 
meetings to consider the Budget pro- 
gramme. At that time, most of the pro- 
posals have had a preliminary screening, 
have been tabulated and have been stud- 
ied to the point where they can be ex- 
plained and discussed. Progressively 
then the work proceeds until the Min- 
isters have covered the field and have 
secured the assent of their colleagues to 
the programme. During this period, new 
material is constantly coming forward 
and must be injected into the screening 
process. 


Finally, the Minister of Finance makes 
his anxiously awaited Budget speech and 
Parliament picks up the job. This is a 
somewhat harrowing period for the offi- 
cials. Many times, when there are im- 
portant changes in the tax rates or exemp- 
tions, critical deadlines must be met with 
tax tables, or changes in forms or regu- 
lations. While decisions frequently 
have to be anticipated, it is never per- 
missible to release secret data until Par- 
liament has first been informed. It is 


quite a tribute to the many people who 
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have been involved in these difficult pro- 
ceedings that, in Canada, there never has 
been a leak. 


For those who first see the amend- 
ment in a tax service or in the Act it- 
self, the work that has gone into its pre- 
paration is not apparent. Nonetheless, 
I feel that you who can appreciate the 
importance of the result can also appre- 
ciate the difficult work that goes into 
its accomplishment. 


While the legislation is before Parlia- 
ment, the debates are fully publicized 
and no doubt all accountants keep in 
close touch with what goes on. During 
the Committee stages the senior officials 
sit by the Minister in the House to as- 
sist him in dealing with the interrogation 
he is usually subject to. | Amendments 
are frequently proposed at this stage or 
during the Bill’s passage in the Senate. 
Sometimes these are accepted and some- 
times they are not, but invariably they 
must be considered and an explanation 
given to Parliament if the amendment 
is not acceptable. I need scarcely add 
how greatly relieved everyone is when 
the third reading has been approved! 


Humours of Taxes 

But I must not give the impression 
that the life of the tax collector is whol- 
ly sorrowful or frustrated. There are 
many instances of humour to brighten 
our days and even the occasional letter 
of thanks and commendation. Being 
human and sensitive, we enjoy such let- 
ters. That we are not devoid of the milk 
of human kindness may best be evidenced 
by the generosity with which the staff 
from St. John’s, Newfoundland, to Vic- 
toria, B.C., contributed over $12,000 for 
the relief of the members of our Win- 
nipeg staff who suffered heavily in the 
tragic flood in that great city last spring. 

Considerable progress has been made 
by the Department in improving its pro- 
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cedures, simplifying forms, speeding up 
refunds and assessments, and in reduc- 
ing its operating costs. But the job of 
good tax administration is not one that 
can be carried out by the tax collector 
alone. We need the cooperation of the 
public, especially of the professional ac- 
countant. If taxation is inevitable, sure- 
ly it is in the public interest that honest, 
strict and impartial administration be 
maintained. 

We will do our best and it will be a 
better best with the help of the account- 
ing profession. 


Obituaries 


William Sidney Ronald 
The Institute of Chartered Accountants of 
Manitoba announces with deep regret the 
death of William Sidney Ronald in his 70th 
year. He was senior partner of the firm 
Ronald, Griggs & Co., Chartered Accountants, 
Winnipeg. 





Born in Toronto, Mr. Ronald spent his 
entire business life in Winnipeg. Admitted 
to the Manitoba Institute in 1903, he was 
disturbed that the charter obtained in 1886 
was dormant and determined that this body 
should become effective. With the assis- 
tance of a handful of chartered accountants 
in Winnipeg, he called a general meeting 
early in 1906 when he was elected president 
of the Institute at the early age of 26. 


After the first world war Mr. Ronald was 
decorated by the Belgian government for his 
work in the Red Cross. He was aiso a mem- 
ber of the board of governors of the Winni- 
peg Art Gallery and was active in the 
Chamber of Commerce. He was a life-long 
member of the Masonic order. 


And now in conclusion, I think it 
might be appropriate to quote a few lines 
attributed to an American admiral by 
the creator of the plan for Operation 
“Overlord”. It seems to me that you, 
the taxpayers’ advisers, and we, the tax 
collectors, might profitably and often re- 
member these words: 


“Give us the strength to accept with 
serenity the things that cannot be 
changed. Give us courage to change 
the things that can and should be 
changed. And give us wisdom to dis- 
tinguish one from the other!” 


To his widow and daughter the members 
of the Institute extend their sincere sympathy. 


Sidney E. Nicholson 


The Institute of Chartered Accountants of 
Ontario announces with regret the death of 
Sidney E. Nicholson at his home in Toronto 
on November 20, 1950. Mr. Nicholson was 
born in Bristol, England and came to Canada 
as a young man. He was admitted to mem- 
bership in the Ontario Institute in 1925. A 
partner in the firm of McDonald, Nicholson 
& Co., Chartered Accountants, Toronto, he 
had formerly been secretary-treasurer of 
Sheldon’s Ltd., manufacturers of ventilation 
fans at Galt, and was a past president of the 
Canadian Fan Association. He was a membr 
of the CARIA and a past president of the 
Ontario Society of Industrial and Cost Ac- 
countants. He was also a member of the 
Kingsway Kiwanis, the Toronto Camera Club 
and Trinity Anglican Church, Galt. To his 


wife and daughter the Institute extends sin- 
cere sympathy. 
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By J. D. Campbell, C.A., R.I.A. 


Department of Accounting, University of Alberta 


A financial analysis of 
Canadian industrial corporations for 1950 





_ carrying out the preliminaries of a 
financial analysis of Canadian indus- 
trial corporations for the year 1950, I 
have encountered several situations 
which, at least from an academic stand- 
point, I consider extremely interesting. 


Consolidated Balance Sheets 


Throughout the last few years in an- 
alyzing financial statements, I have no- 
ticed cases in which concerns have either 
added or subtracted subsidiaries from the 
consolidated picture. In such cases I 
found myself unable to utilize data cov- 
ering balance sheet changes as the 
changes shown resulted from the attempt- 
ed comparison of statements which were 
not really comparable. 

I have before me a statement published 
in 1950 (also applicable to prior years’ 
statements) in which steps were taken 
to remedy this deficiency and I am cer- 
tain that anyone dealing with the an- 
alysis of financial statements will agree 
that it represents a distinct step forward 
in the region of more informative state- 
ments from the standpoint of compara- 
tive statement analysis. 

The consolidated balance sheet of Can- 
ada Packers Limited as at March 29, 
1950 has a double columnar presenta- 
tion with column one “Including certain 
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wholly-owned subsidiaries consolidated in 
prior years” and column two “Including 
all wholly-owned subsidiaries”. 

The presentation of the data in this 
manner provides balance sheet informa- 
tion in a way which allows an intelligent 
comparison to be made with the prior 
year and at the same time provides data 
for comparison with the following year 
when all wholly-owned subsidiaries might 
be included. 

The statement of consolidated profit 
and loss covered the case set out under 
column one including data for certain 
wholly-owned subsidiaries in prior years. 

I wish to extend my congratulations 
to this corporation for taking a step to 
remove one of the hurdles in analysis 
where the situation outlined existed. 


The External and Internal Auditor 


The following excerpts taken from 
auditors’ reports appended to the bal- 
ance sheets of certain Canadian corpor- 
ations are presented for consideration. 

1. “In connection therewith we made a 
general review of the accounting methods 
at head office and certain plants, re- 
viewed returns from branches certified 
by branch officials and examined or tested 
accounting records and other supporting 
evidence to the extent we deemed ap- 
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propriate, but we did not make a detailed 
audit of transactions.” 

2. “Our examination included such tests 
of the accounting records and other sup- 
porting evidence and such other proced- 
ures as we considered appropriate in the 
circumstances in respect of . . . Limited 
and its principal subsidiary . . . Limited. 
The accounts of other subsidiary com- 
panies were examined by the internal 
auditors of (parent) . . . Limited and 
we have been furnished with financial 
statements as at . . . 1950, certified by 
them, which are incorporated in the ac- 
companying consolidated statements.” 

3. “In connection therewith we made 
a general review of the accounting meth- 
ods without making a detailed audit of 
the transactions, examined or tested the 
accounting records of the head office of 
the company, of its subsidiary and of cer- 
tain of the principal branches and re- 
viewed the reports furnished by the com- 
pany’s staff auditor on his examination 
of the records of the remaining bran- 
ches.” 

Two major questions arise out of the 
above examples. 

1. If the auditor satisfies himself in 
his examination to the extent that he 
can express an unqualified opinion that 
the statements present a true and correct 
view, even though he has partly based 
the determination of that satisfaction on 
the work performed by the internal audi- 
tor, does ‘the reference to the actual 
procedures followed in arriving at that 
point add any value to the opinion? Does 
the reference convey the opinion which 
is intended, namely, that the auditor has 
reached the point where he is expressing 
an unqualified opinion ? 

2. Is the auditor still in the position 
where he can accept the certificate of a 
responsible official of the company in the 
verification of certain items reflected in 
the statement when the auditor himself 
might verify the items in question? 
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Implications 

The following audit report to the 
shareholders was considered interesting 
in that certain information disclosed 
raised distinct doubts in the reader’s mind 
as to just what implications were to be 
drawn from the data given. _ 

“We have examined the books and 
accounts of . . . Limited for the year 
ended .. . 1950. We have verified the 
cash in banks and the investment securi- 
ties and the revenues received therefrom.” 
(These items amount to $4 millions out 
of total assets of $20 millions.) 

“We have obtained all the information 
and explanations required and, in our 
opinion, the attached balance sheet and 
profit and loss account, based upon cer- 
tified inventories presented, are properly 
drawn up so as to exhibit a true and 
correct view of the state of affairs of the 
company as at . . . 1950 and for the 
year ended that date, according to the 
best of our information and the explana- 
tions given to us and as shown by the 
books of the company.” 

In the above case, has the auditor 
limited his verification to the items men- 
tioned and on that basis issued an opin- 
ion? What implications would the share- 
holder be entitled to draw from the 
statement ? 

It would appear that in building up 
prestige and a sense of integrity the 
profession might consider the creation 
of certain mechanisms of review within 
itself, or, as perhaps an alternative, even 
the creation of a body exercising powers 
covering this type of situation similar 
to the Security and Exchange Commis- 
sion of the United States. 


Conservatism in Reverse 
It was interesting to note from a re- 
cent published statement of a Canadian 
corporation that the losses of its wholly- 
owned subsidiary companies aggregating 
$120,492.34 had not been taken up by 
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the parent company in the loss which 
it itself suffered. This information was 
set out in small print in the auditor's 
report to the shareholders. 

The question is similar to that raised 
where items are routed through the sur- 
plus statement rather than given greater 
prominence in either a combined profit 
and loss statement or as a subdivision 
of the profit and loss statement. In this 
particular instance the item is still fur- 
ther removed. It is true that all legal 
requirements have been met, but are the 
present legal requirements adequate from 
the standpoint of providing the share- 
holder with as informative a statement 
as possible? 


Materiality or Significance 
I examined a statement of profit and 
loss which reflected an amount of $270,- 
000 as the estimated provision for taxes 
for the year. In the president's report 
to the shareholders, a reference was made 
that an amount of approximately $5,000 
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was included in the current provision 
covering an adjustment of prior years’ 
taxes. 


On several occasions I have noticed 
that relatively small amounts of a sim- 
ilar nature have been relegated to the 
earned surplus account. 


The question is asked as to what con- 
stitutes materiality or significance! The 
profession might give some direction in 
this matter. The conclusion which James 
L. Dohr, C.P.A., arrives at in his ar- 
ticle, ““Materiality —- What Does It Mean 
in Accounting?’’, in the July, 1950 issue 
of The Journal of Accountancy, is in- 
teresting: 

“A statement, fact, or item is material, 
if, giving full consideration to the sur- 
rounding circumstances, as they exist at 
the time, it is of such a nature that its 
disclosure, or the method of treating it, 
would be likely to influence or to ‘make 
a difference’ in the judgment and con- 
duct of a reasonable person.” 


BINDERS FOR RESEARCH BULLETINS 


Binders to hold the five bulletins published by the Committee on Accounting and 
Auditing Research of the Dominion Association of Chartered Accountants may be purchased 
from the Association's office, 10 Adelaide Street East, Toronto, at the price of 15c each, 











Increasing the Effectiveness 
Of the Independent Auditor 


By James E. Turner, M.B.A. 


Sometimes the public auditor is anything 
but helpful from the internal auditor’s point of view 


A EE AN PER OTIS SE OL SS AAT ARERR SS IEE RAIN 


Fo several weeks out of every year, 
the controller’s divisions of most 
companies are besieged with representa- 
tives from independent accounting firms 
engaged in the process of reviewing the 
company's records for the year. Some- 
times the weeks stretch out into months. 
Since the purpose of the work of these 
independent accountants is a review of 
the company’s financial position as of the 
end of a given year, as well as the re- 
sults of operations during the year, these 
independent accountants are engaged in 
checking and verifying records and ask- 
ing pertinent questions at a time when 
the regular work of the controller's di- 
vision is at a peak. 


Because the average accounting officer 
of the company welcomes an independent 
review of the records under his super- 
vision, very little thought is often given 
to the fact that the auditors are some- 
times anything but helpful during the 
peak period that results from a com- 
pany’s year-end closing. It is doubtful, 
however, if an independent auditor ever 
completes an assignment without incon- 
veniencing some portion of the client’s 
staff. This inconvenience has been ac- 
cepted by most controllers as being part 
of the necessary cost of the independent 
audit. 


Undoubtedly, this has been accepted 
because it is realized that the independent 
audit must be made at an inconvenient 
time in order that the auditor's certificate 
can accompany the official release of the 
company’s financial statements. It is 
also undoubtedly tolerated because a very 
large number of controllers have, at 
some time, been engaged in public ac- 
counting work, and consequently appre- 
ciate that the independent auditors must 
necessarily inconvenience members of the 
company’s organization in order to ob- 
tain necessary information. 

In some companies, considerable 
groundwork has been laid in an effort 
to reduce the amount of inconvenience 
to a minimum. Where such programmes 
have been carried out, two notable re- 
sults have been achieved. In the first 
place, there has been a reduction in the 
amount of work that the auditors have 
had to perform, resulting in less dis- 
ruption of the regular work performed 
by the client’s organization. In the second 
place, because of less work, the audit 
fees have been reduced. 

Since the cost of auditing work per- 
formed by independent auditors general- 
ly is charged against the controller's di- 
vision, that company official should, of 
course, be more than casually interested 
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in any programme that would tend to re- 
duce the over-all cost of auditing. Most 
controllers feel that, in most cases, there 
is good cooperation between the com- 
pany’s organization and the independent 
auditors. An analysis of the type of co- 
operation that exists between independ- 
ent accounting firms and members of 
clients’ organizations indicates, however, 
that such cooperation consists primarily 
of supplying the auditors with informa- 
tion as requested. 


As previously indicated, however, the 
time when the independent auditors may 
request information may not be a con- 
venient time for the member of the com- 
pany’s organization from whom the in- 
formation is being requested. Some com- 
panies go considerably further in their 
cooperative relations with the auditors 
and it is these companies who have found 
a resulting financial savings. 


Schedule the Programme 


In order to obtain the best results from 
the independent audit, the company 
should closely programme its year-end 
closing schedules with the audit pro- 
gramme of the independent accounting 
firm. Sometime before the actual audit 
commences, a member of the auditing 
firm in charge of the audit programme 
should meet with the controller or his 
assistant for the purpose of defining the 
relative programmes, for both the audit- 
ing firm and the company. The com- 
pany should indicate exactly when it in- 
tends to finish routine journal entries and 
close its voucher register, its general 
ledger, etc. A date should be definitely 
established as to when a trial balance 
will first be available. The company like- 
wise should schedule dates when detail 
information will be available for prop- 
erty records, accounts receivable, inven- 
tories, etc. Most important, the com- 


pany must adhere strictly to this pre- 
arranged schedule. 
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The company should obtain from the 
auditors a list of all reports which the 
auditors will require as part of their 
work papers. A great deal of time can 
be saved on the part of the auditors, if, 
after consultation with the company of- 
ficials, ways and means can be found 
whereby certain analyses prepared by the 
company as basic sheets can be used by 
the auditors in conjunction with the 
audit. In some cases, the company may 
find it feasible to change the content of 
regular monthly or year-end analyses so 
that they will meet the requirements of 
the auditors. In other cases, the auditors 
may find that they can change their pro- 
gramme to use existing schedules and 
analyses prepared by the company. By 
so doing, a large amount of time can 
be eliminated that otherwise would be re- 
quired for the preparation of work sheets 
by the independent auditors. 


Inventory Procedures 


With respect to the taking and check- 
ing of the physical inventory, the com- 
pany should work up its own programme 
for the taking of the inventory. This 
programme, however, should be carefully 
reviewed with the auditors well in ad- 
vance of inventory date. A thorough re- 
view of the inventory procedures in ad- 
vance of the inventory date may well re- 
duce the amount of checking, which 
otherwise might have to be done by the 
auditors. The programme for releasing 
materials after the inventory has been 
taken and checked should be thoroughly 
understood so that the company’s opera- 
tions are not held up any more” than 
necessary. 


As a result of carefully preparing in- 
ventory procedures in advance, reviewing 
these procedures with the auditors and 
following the procedures without excep- 
tion, the time required for the taking of 
the physical inventory and the corres- 
ponding checking by the independent 
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auditors may be substantially reduced. 
It is important that a part of the inven- 
tory procedure preparations be made in 
advance of the inventory taking so that 
all inventories of raw materials, work- 
in-process, finished goods, stores, etc., are 
neatly arranged in well-planned loca- 
tions. 

Obviously, one of the first requisites to 
the taking of a good physical inventory 
is good housekeeping with respect to the 
items that comprise that inventory. 

Another opportunity to reduce the 
time spent by the independent auditors 
in detail checking exists in the proper 
use of accounting procedures and a re- 
sulting routine follow-up by the com- 
pany’s own internal auditors. Copies of 
all existing procedures should, of course, 
be given to the independent auditors in 
advance of their audit. Any changes 
that might be made in these procedures 
in order to bring them up to date with 
existing conditions should likewise be 
provided for the auditors. Copies of all 
reports prepared by the company’s in- 
ternal auditing organization, as a result 
of periodic routine audits of various de- 
partments of the company, indicating 
whether or not established accounting 
procedures are being followed, should 
likewise be given to the auditors. If 
these reports are properly done, the time 
spent by the independent auditors in re- 
viewing such procedures and doing de- 
tail checking will be substantially elimin- 
ated. 


Branch Office Audits 


In some cases, it may be advantageous 
to the company to utilize the work of 
the auditors in lieu of work by some 
part of the controller's organization. Re- 
cently, my company found it convenient, 
after preliminary discussions with the in- 
dependent auditors, to have them do cer- 
tain detail work at certain branch office 
locations, which normally would have 
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James E. Turner is a graduate 
of Massachusetts Institute of 
Technology in Industrial Engin- 
eering and holds the degree of 
Master of Business Administra- 
tion from the Harvard Business 
School. For the past 12 years he 
has been associated with Talon, 
Inc., Meadville, Pa., as treasurer 
since 1944 and vice president- 
treasurer since 1947. 


been done by the internal auditing staff. 
In these particular instances, a large 
amount of money would have been ex- 
pended in travelling by the internal 
auditing staff, whereas the independent 
auditors used one of their branch offices 
located nearby. 

By working with the auditors, we were 
able to have them follow our own in- 
ternal auditing procedure and even supply 
us with a copy of the internal audit ques- 
tionnaire all completed. This was done 
at very little additional expense to the 
company as a portion of the work would 
have been done by the independent 
auditors anyway. 


Tax Returns 


Another place that it has proved ad- 
vantageous to expand the operations of 
the independent accounting firm has been 
in the preparation of Federal and State 
tax returns. By properly preparing their 
work sheets in advance, the auditing firm 
is in a position to prepare the Federal and 
various State tax returns directly from the 
work papers at little additional expense. 
This has eliminated the necessity for hav- 
ing a full-time tax department within the 
company to prepare returns. 

The responsibility for the filing of re- 
turns on schedule, including those pre- 
pared by the independent auditing firm, 
still rests with the company. A review 
of these returns and the preparation of 
other tax returns has become one of the 
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functions of the internal auditing staff. 

While it is recognized that such a 
procedure is probably not practical for 
a very large company, it has definitely 
proven practical for my own company. 
Currently, we file over 200 tax returns 
during the course of a year, at a frac- 
tion of the cost that would have resulted 
had we organized a full-time tax depart- 
ment. 


Closing Schedule 
By programming in advance the com- 
pany’s closing schedule with that of the 
independent accounting firm, my own 
company has found that there has result- 


ed a reduction in overtime on the part - 


of both the public accountants and the 
company’s accounting organization. At 
the same time, an earlier closing has re- 
sulted. 

For the last several years, certified 


News of Our Members 


Consolidated Mining and Smelting Co. of 
Canada Ltd. announces that Mr. L. G. Toms, 
C.A. (B.C.), has been appointed its chief 
accountant. 

” * . 

Mr. R. J. Taylor, C.A. (B.C.), recently 
addressed the members of the Victoria Elec- 
trical Association on accounting and business 
problems concerning electrical contractors. 

+ * + 

Mr. George Smith, C.A. (N.B.), has been 
named chairman of the Board of Directors of 
the Saint John Chapter of the Society of In- 
dustrial and Cost Accountants of the Province 
of New Brunswick. 

. - - 

Professor Donald Patton, B.Com., R.LA., 

C.A. (Que.), of McGill University, gave 


financial statements have been made 
available to our Board of Directors well 
before the end of January; and the com- 
pleted published report to stockholders, 
which includes a certified statement has 
been released in the early part of Feb- 
ruary. The total cost of the annual audit 
by the independent auditors, meanwhile, 
has reflected the reduction in time spent 
by them in the course of the audit. 


We have found, however, that the pro- 
gramme for coordinating the activities of 
the independent auditors with the com- 
pany’s accounting organization varies 
from year to year. Likewise, it will vary 
substantially between companies. The 
programme must be tailor-made to fit the 
individual company as of a given date. 
This forward-planning requires time. My 
experience indicates it is well worth the 
extra effort. 


an address to members of the Commerce 
Department of St. Mary’s University in Hali- 
fax on the aims and purposes of the Society 
of Industrial and Cost Accountants recently 
formed in Nova Scotia. 

* ~~ * 

The Provincial Bank of Canada announces 
the appointment of Mr. Lucien Masse, C.A. 
(Que.), as a director. 

- om . 

Mr. S. E. Chapman, C.A. (Ont.), has been 
appointed a director of News-Chronicle Ltd., 
the company which publishes the Port Ar- 
thur News-Chronicle. 


Mr. Howard T. Burrell, C.A. (Ont.), was 
elected mayor of the Town of Leaside, On- 
tario in the municipal elections last month. 
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Professional Notes 


ALBERTA 
Calgary Chartered Accountants’ Club 


More than 50 members attended the month- 
ly luncheon of the Calgary Chartered Ac- 
countants Club held at the Palliser Hotel on 
Friday, November 10. The meeting took the 
form of a panel discussion on Part IA of the 
Income Tax Act, with Mr. J. G. Simonton 
presiding. The panel consisted of Messrs. 
Arthur Maw, Francis Gordon-Cooper, W. F. 
Anderson and R. E. Waller. 

a - * 

Mr. Wilfrid Stempel, F.C.A. announces the 
opening of an office for the practice of his 
profession at 208 New Embassy Bldg., 111 
8th Ave. E., Calgary. 

” 





Christenson, Simonton & Co., Chartered 
Accountants, announce the removal of their 
Edmonton office to 4th Fir., Alexandra Bldg., 
10173 100A St., Edmonton. 


BRITISH COLUMBIA 

Mr. Scott McLaren, B.A., C.A. announces 
the opening of an office for the practice of 
his profession in the James Block, 608 3rd 
Ave. W., Prince Rupert. 

cm e * 

Mr. W. L. Turnbull, C.A. announces the 
opening of an office for the practice of his 
profession at Rm. 24, 640 Burrard St., Van- 
couver. 


MANITOBA 
William Gray & Co., Chartered Account- 
ants, 708 Great Western Bldg., Winnipeg, 
announce the admission to partnership of 
Mr. Kenneth E. Gray, C.A. 


NEW BRUNSWICK 
New Brunswick Students’ Society 
Saint John Branch 
A social gathering of the Chartered Ac- 
countants Students’ Society of Saint John was 
held on Friday night, December 8, at the 
Officers’ Mess of the New Brunswick Scot- 
tish Regiment. Approximately 50 persons 
attended the party. Each of the lady guests 
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received a token rose with the compliments 
of the society. The hall was decorated with 
coloured balloons and merriment was pro- 
moted with horns, whistles, paper hats, and 
dancing. Many of those present participated 
in a bridge tournament which was won by 
Mr. and Mrs. A. Gray Burnham. The enter- 
tainment was topped by a buffet luncheon 
served at midnight. 

The party was planned by William All- 
wood, assisted by F. M. McCullum, F. M. G. 
Taylor and J. K. Logan, C.A. 


ONTARIO 


David Vise & Co., Chartered Accountants, 
announce the removal of their offices to Ste. 
1624, Bank of Nova Scotia Bldg., Toronto. 


Ontario Students’ Association 


The Ontario Students’ Association held 
their annual fall dance at the Palace Pier on 
Thursday, November 23, 1950. Messrs. P. 
Stewart and R. B. Mailling were co-con- 
venors of the committee. A number of the 
members of the senior Council were among 


the guests. 
oe ” * 


Messrs. C. J. Dick, C.A., C. S. Bond, B.A., 
C.A., W. I. Hetherington, F.C.A., and W. R. 
O’Loane, B.A., C.A., formerly practising under 
the name of Robertson, Robinson, McCannell 
& Dick, announce that the name of the firm 
has been changed to Dick, Bond, Hetherington 
& O’Loane, Chartered Accountants, with of- 
fices in the Sterling Tower Bldg., Toronto 
and at 45 6th St., Chatham. 


Hamilton and District 
Chartered Accountants Association 


The Hamilton and District Chartered Ac- 
countants’ Association held their second meet- 
ing of the season on November 28, 1950 and 
heard an interesting address by Mr. Mon- 
teath Douglas, director of the Canadian Tax 
Foundation, on the subject of “double taxa- 
tion”. Among the head table guests was Dr. 
D. A. MacGibbon, a member of the Ives 
Commission. 











The Students’ Department 


J. E. Smyth, C.A., Editor 





NOTES AND COMMENTS 


oo recently the significance of 
section 21(5) of The Bills of Ex- 
change Act has quite escaped us, we 
must confess. That section specifies that 
“where the payee is a fictitious or non- 
existing person, the bill may be treated 
as payable to bearer”. We did not sup- 
pose that many cheques would really be 
made payable to Santa Claus, and we 
thought the whole point rather acad- 
emic. Now a new light has burst upon 
us. The point is, we learn, that if the 
instrument is made payable to a fictitious 
or non-existing person, and the endorse- 
ment of that person is forged by way 
of negotiating the instrument for value, 
the party liable cannot set up the real 
defence of forgery. He must pay the 
instrument if the plaintiff is a holder in 
due course. From the point of view of 
the party liable there cannot be such a 
thing as a forged endorsement on an 
instrument of his which, at the time of 
endorsement, was payable to bearer. 


The Bankers’ Magazine of Australasia 
for July 1949 cites the following cases 
in which the point has been material. 


In Clutton v. Attenborough (1897) 
Piper, a clerk of Clutton’s, fraudulently 
obtained his employer's signatures to 
order cheques in favour of one George 
Brett, who did not exist as far as Clut- 
ton’s were concerned, but who was rep- 
resented by the clerk to have done work 
for Clutton. Piper endorsed the cheques 
“George Brett” and received value for 
them from Attenborough and Son, who 
were pawnbrokers. 
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It was held by the House of Lords 
that the payee was a fictitious or non- 
existing person and that the cheques 
could therefore be treated as payable to 
bearer, and that Attenboroughs were en- 
titled to the proceeds of the cheques. 
The fact that there probably were in the 
world several people called George Brett 
was beside the point; there was no 
“George Brett” among the creditors of 
Clutton. 


As part of his judgment Lord Shand 
said, ‘These cheques were in favour of 
a person of the name of Brett — he was 
fictitious because that name had been pro- 
vided by a person who wishes to commit 
a fraud and to appropriate the money 
of his employer. He knew of no person 
of that name, and, in the language of the 
statute, I think these were, therefore, 
cheques in favour of a fictitious and a 
non-existing person... . There is no 
limitation in the language of the statute 
of the effect of the insertion of the name 
of the fictitious or non-existing person 
as payee of the cheque to the case where 
this is done in the knowledge of the 
drawer, and nothing to warrant a judicial 
interpretation of the statute in this lim- 
ited way.” 

In Vagliano Bros. v. Bank of England 
(1891) the meaning of a fictitious per- 
son was held to include a real person 
who never had nor was intended to have 
any rights in the instrument. “A”, a 
clerk in the employ of Vagliano Bros., 
forged the signature of “B” to bills 
drawn on Vagliano’s payable to “C”. 


a TT YE 
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Both “‘B” and “C” were known to Vag- 
liano’s but the transactions were not gen- 
uine. The bills, although purporting to 
be drawn by an existing person ““B” were 
in fact signed by "A” the fraudulent 


‘dlerk and there was thus never any real 


intention that “‘C’, although also an ex- 
isting person, was to receive the money. 
Nevertheless Vagliano’s accepted the bills 
and could not deny their acceptance to 
the Bank of England who duly paid the 
bills when “A”, in perpetrating his 
fraud, signed “‘C’s” name as endorser. 
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In this case Lord Herschell said, “I 
have arrived at the conclusion that when- 
ever the name inserted as that of the 
payee is so inserted by way of pretence 
merely, without any intention that pay- 
ment shall only be made in conformity 
therewith, the payee is a fictitious person 
within the meaning of the Statute, wheth- 
er the name be that of an existing per- 
son, or of one who has no existence, 
and that the bill may, in each case, be 
treated by the lawful holder as payable 
to bearer.” 


CORRESPONDENCE 


Kingston, Ont. 


Sir: I note that Problem 1, Intermediate 

examination of November 1949 as printed 

in your November 1950 issue requires a 

balance sheet and statement of profit and loss 

“in conformity with the requirements of the 

Dominion Companies Act”. 

I submit that the problem does not give 
sufficient information to permit compliance 
with the requirements and hence that the 
solution as printed does not comply ade- 
quately with the following requirements of 
the Act: 

(1) Section 112(2)(d) which requires a 
statement of “the basis of valuation 
adopted in respect of various sub-divis- 
ions” of the inventory 

(2) Section 112(5) which requires that the 
investment in a subsidiary company be 
shown separately “distinguishing shares 
and indebtedness” 


(3) Section 112(2)(g) which requires dis- 
closure re land, buildings and plant of 
“the basis of valuation, whether cost 
or otherwise” 

(4) Section 112(1)(c) which requires the 
following disclosures for each surplus 
account (and not for earned surplus 
only): “ ... the amounts ... at the 
beginning of the financial period .. . 
any changes in and balance remaining 


I think that this matter is of sufficient 
importance to justify publication of a warn- 
ing to students that the solution published 
in your November 1950 issue does not con- 
stitute satisfactory minimum disclosure under 
the provisions of the Dominion Companies 
Act. 

W. G. LEONARD, F.C.A. 


PUZZLE 


What if anything is wrong with the 
accountant’s certificate reproduced below? 


Port Allen, La., 
Dec. 29, 1874 


“We, the undersigned, having been ap- 
pointed a committee to audit the books of 
the treasurer of the Poydras fund, hereby 
certify that we have examined all his books 


and accounts and find them correct in every 
particular. 
“PETER (X) WASHINGTON 
(his mark) 
“GEORGE (X) STEPTOB 
(his mark)” 
(From The Journal of Accountancy, 
August 1926, page 122) 
Solution will appear in next month's éssue 
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SOLUTION TO LAST MONTH’S PUZZLE 


$37,000. “There are only two significant digits in the divisor, 30; there can be 
no more than two in the answer.” 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect of 
course the personal views and opinions of the various contributors. They are designed not 
as models for submission to the examiner but rather as such discussion and explanation of 
the problem as will make its study of benefit to the student. Discussion of solutions presented 


is cordially invited. 


PROBLEM 1 
Final Examination, November 1949 
Accounting IV, Question 4 (20 marks) 

On 1 Jan 1928, I. M. Dunn died and left a trust fund consisting solely of all outstanding 
shares of Dunn's Limited to his son, Will B. Dunn, as life tenant, with his grandson as 
remainder-man. At this date, the capital stock of Dunn’s Limited (2500 shares at $100) 
had a book and market value of $500,000. On 3 June 1949, Dunn’s Limited declared 
a cash dividend of 120% payable 3 July 1949 to shareholders of record 3rd June 1949. 

On 15 June 1949, Will B. Dunn died. His records showed the following estate: 


SN og a Sg ait ins uxcgankasvceantbtaok sos anmcosnnsseck $ 7,000 
5% note receivable including $50 accrued interest .................0c.c:cccccceecesecssceseeeseeneeeeees 6,050 
nnn nt) nN PINNED 0-5 cde cnt wonnoncunasaivss vesbubpes Nabe ansdbog snbcpiceesduivaysbcasdes 75,000 
een OUI DIN APO ORNs aeecec sss isnnacccccacecesnsessenssncoswoisensessousdbsnecosneeodes 800 
6% mortgage receivable, including $150 accrued interest ..............0.0.....0cccccccccceceeees 25,150 
I Oa I oc cpcuis cs gen ese gaenceadinb Gentes encesspcbicoowesdesabicen’ 38,500 
I a i acnasuuccbdnasion ces dies ecbi vcastnesus envaeasivcs 10,100 
Dividend receivable from I. M. Dunn trust fund ..0......0..0.0000.00.ccccccccccsescesseseececeeeeees . 300,000 

MRI ee BS Aho SU spo Re Reece dn te ee ee a i lt be $462,600 





The executor’s transactions from 15-30 June 1949 follow: 
Cash receipts: 


NMR et roe he rea ane hats, aso TAR ee 3 ota Ek $ 2,000 
III Goa) ENaC ve ee Tha nL Ber a 6,000 
errr Pn SI oO os re Nh 62 
NO CNG CRWEMIOFIER Ot GES MIOD)  q.-.-:...5..055-.ccecscssccnecseconsoceasconscosnssessosaccoees 43,500 
i NNN IN So a al snd Ana tN edsuadete otocesinemrer te vauksaitboedeonsedhc ons 25,100 
aN OE I 5x5, 4 ov hd sonics ap oun sp ocbanastinsusnaasesomec eves sswatonse 200 
eee ee IN NEON NONNN ooo sac cccctisscsccvnvneoaévasucessdtusasvduccachdcabcnsVessbcneessescccase 500 
UU NINN LR Jor ccna OA cas Suro sslen sus picsisschpseessncostsdtsuaogeNosnasicanskvesieesosbianssonoeen’ 40,000 

$117,362 

Cash disbursements: 

NN IN Je EIEN goo couse ssa peaecivoncol ned oecxbeccanipicn Yeates $ 700 
gy Ee ER 0 eh hol a 10,000 
I PDR cay Me Ps, SRT So os na yckgeccsd cin hsbc Xa sviessicnskbovata canoe ite aassibasos¥ duntaweieaussieaciins 15,500 
RIN RO NUN Senn ogo cab cee saccharate 750 


$ 26,950 
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Required: 
Executor’s statements of principal and income with supporting schedules. 


A SOLUTION 
STATEMENT OF EXECUTOR 


IN EsTATE OF WILL B. DUNN, DIED 15 JUNE 1949 
covering period 15-30 June 1949 


AS TO PRINCIPAL 


I charge myself with: 
Assets at 15 June 1949. 


I credit myself with: 


Peece Oo ees GP oe ccccwrknnitlnek 


PUM FR III OE ode, pase Ossie cnet 


which is made up of cash in bank per Schedule B ........ 


MIR TRM CREE ov creran disse AON TAS BE 8. oe, $ 7,000 
5% note receivable and accrued interest ...................... 6,050 
Shares in commercial companies .................0..:00000cc 75,000 
PU RPI a Sessa che acca sje cvsctvadescccesscasyensehicdcn 800 
6% mortgage receivable & accrued interest .................. 25,150 
NN A acs ors oan sh vaudsba ieik aca nagagenioaaeseconionwuNaxanwssecaess 38,500 
RNIN cia dacs chacinasidusuvisssveletenobits 10,100 
UU oo Sacks ck cic ysnkakvsansnidcsbaaeddeacavincs 300,000 
Assets subsequently discovered ................:ccccccsccsesssseeeseeseeesees 
Profit on sale of assets per Schedule A ..............0.ccceeeees 
I credit myself with: 
IIE 5 ices sd des spas cabana eucna awseencsaccatacssosbses 
ON MII 90 od ii vind es Masaasuscivodeveceavncusdendeli 
I a a tS a8 Js dese irubatieseas Oct 
Loss on realization of assets ...............ccc0cccccceseeees 560i 
Prt Oh TRNAS IE a in ccns ing cs sssssscicsnssnieassss Gi acters Soccitee, 
which is made up as follows: 
Cash in bank (per Schedule B) ..................... 
Shares in commercial companies ...................00.:00cc:000c000 
Se IN I 65250 eis ca dicts bce Sas decws lads euniven un’ i“ 
Dividend receivable from I. M. Dunn trust ................ 
AS TO INCOME 
I charge myself with: 
RNIN scr ss ce wat ne Ae Bee hs et ee oe 
Interest on notes receivable .................ccccccceceescessesseeeeeeee 
PIU HOME III oases ccdectbeccel cbcicvcdicaiscocscsbaunsntessvcde 


$462,600 


500 
1,600 


700 
10,000 
15,500 

1,500 


96,900 
30,000 
10,100 


300,000 


1,200 
12 





464,700 


27,700 


$437,000 





$437,000 


1,262 


750 


$ 512 
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SCHEDULE A 
PROFIT AND LOSS ON REALIZATION OF ASSETS 
Value per 
Inventory Profit Loss Realized 
Shares in commercial companies ........................ $ 45,000 $ 1,500 $ 43,500 
SPU INR 5s ms os et — 25,000 $ 100 25,100 
NN 0 ase ese a ak bc pasannkoshie 38,500 1,500 40,000 








$108,500 $ 1,600 $ 1,500 $108,600 


SCHEDULE B 
STATEMENT OF CASH RECEIPTS & EXPENDITURES 
Receipts: Total Corpus Income 
Coens aan MR BS SME BN siscissccsvensviscksnsvtddsscaocecesnsescnevacton $ 7,000 $ 7,000 
I, So eB J i papa coda or Feats 2,000 800 $ 1,200 
5% mote receivable and interest ..................:000cc0cccccceseeeeeeeee 6,062 6,050 12 
DUNNE ce ee RL hh ks al Nee la a as 43,500 43,500 
eM RINNE MORIN OIC 5s bao sos ss occ since on nceocerncyaas 25,300 25,250 50 
PON NIE IN 9 5556 isn basccvcncseb caswausacesstas Bocvceecudeesitaicss 500 500 
Real estate ...............::5... Dene alacant tar tener etree 40,000 40,000 
$124,362 $123,100 $ 1,262 
Disbursements: 
I ND ooo a sale osaserctduceahacknkeescetencgectcaeth $ 700 $ 700 
SEIN PRUE. pheno ca tee a apa can fer ea aera eo ee ; 10,000 10,000 
Ne a i sh cat aaa apes tica SS Sepeensas 15,500 15,500 
IES PR TNS, IID sive casievan-tacocascdeascscbdendnsesbootapocass 750 750 
eet tee ote BO Fe OED ow. osa cn. osicsscscssecscacascdesscssacesonnes 97,412 96,900 512 


$124,362 $123,100 $ 1,262 
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PROBLEM 2 
Final Examination, November 1949 
Accounting IV, Question 5 (25 marks) 


The following information relates to the Slop E. Work Co. Ltd. in respect of the year 
ended 31 Dec 1948: 

Accounts receivable, $1,908,600. Includes mortgages receivable from employees, $25,000 
bearing interest at 4% per annum. All interest has been paid when due and credited to 
interest and discount. Accrued interest receivable on these mortgages as at the end of the 
year amounting to $500 has been set up. 

Accounts payable, $842,700. 

Bad debts are estimated as 1% of net sales. During 1948, bad debts previously written 
off were recovered in the amount of $7,800, which was credited to bad debt expense. 

Bonds payable, $550,000, maturing $50,000 on 1 Jan every year 1949 to 1959 inclusive, 
with interest at 5% per annum payable 30 June and 31 Dec each year. The bonds were 
issued on 1 Jan 1939 at 98, discount to be written off on the straight line basis over the life 
of the bonds. 

Buildings. Late in 1947, buildings were erected at a cost of $144,000 which was estimated 
to be 180% of the cost in 1937. The excess over the 1937 cost was therefore charged to 
suspense, and is to be written off over 4 years against cost of goods sold. 

Cash on hand and in bank, $523,400. 

Common shares, no par value, 21,000 shares, $1,050,000. 

Cost of goods sold shows a debit belance of $4,379,200. Inventories at cost, which was 
lower than market, as at 1 Jan 1948 (which were charged to this account) were: Raw materials 
$503,000, goods in process $9,000, finished goods, $297,300. 

Depreciation is to be charged at 15% of the balance in the machinery and equipment 
accounts and 10% of the balance in the buildings account at the end of the year. 

Dividends declared and paid during the year on preferred shares, $10,500. 

General expenses, $794,300. 

Income taxes for the year may be calculated at the rate of 35%. During the year, payments 
of $100,000 have been made on account of taxes, and an assessment has been received in 
respect of 1946 showing an over-payment of $10,000. 

Interest and discount shows a dr. balance of $20,950. Bank exchange of $300 has been 
charged to this account. 

Inventories at the end of the year were valued on the basis of the average of cost and 
market calculated as follows: 


Cost Market Average 


ay NIE 8 Se tna eet ty Reaentnds $600,000 $600,200 $600,100 
I BRIN 52-5 Flo oS see bear aaaseeea okt 7,000 7,000 
MUNIN PRRIINORR 7 555505050 cece ste woe worcnads avenestenscatenics 320,000 300,000 310,000 


Land, $300,000. No entry in this account during the year. 

Machinery and equipment, $1,410,000. The only entry in this account during the year 
is a credit of $95,000, being the proceeds from the sale in January of a machine bought in 
June 1944 for $100,000. 

Notes receivable discounted, face value $14,700, discount $1,470. During the year, total 
discounts of $7,300 on notes receivable have been charged to interest and discount. One 
note with face value of $4,000 is expected to prove uncollectible. 

Office equipment balance in account 1 Jan 1948, $35,000. During 1948, a business 
machine was purchased for $4,500, and cash discount of $500 was credited to interest and 
discount account. 








50 The Canadian Chartered Accountant, January, 1951 


Patents, leaseholds, goodwill, etc. Shown on books at $2. During 1948 a patent was 
sold for $20,000 and the proceeds credited to sales. This patent had originally cost $30,000 
in 1945 and had been written off over the years 1945, 1946 and 1947. 

Prepaid expenses, $2,700, — includes insurance $2,500 and utility deposits, $200. 

Purchase commitments of $120,000 in respect of new machinery have been made, and 
set up as a debit to cost of goods sold and a credit to accounts payable. 10% of the amount 
of the commitments has been deposited with the vendor. The machinery will be delivered 
in the spring of 1949. 

Reserve for bad debts shows a credit balance of $450,000. No entry has been made in 
this account during 1948. 

Reserve for depreciation shows a credit balance of $825,000. No entry has been made 
in this account during 1948. 

Reserve for future price decline im inventory was set up during 1948 by a charge of 
$30,000 against cost of goods sold. 

Sales, $6,300,000, include sales orders of $500,000 on which no delivery has been made, 
although deposits of $50,000 have been received and credited to accounts receivable. 

7% preferred shares, par value $100, 3,000 shares, non-redeemable, cumulative preferred 
as to dividends only. 

Suspense Account, dr.: $48,000. 


Required: 

Work sheet showing a trial balance of the above items, adjustments which are deemed 
necessary, balance sheet items as at 31 Dec 1948, and profit and loss items for the year 
ended 31 Dec 1948, in accordance with generally accepted accounting practice. 


(For solution see pp. 51-2) 


Editor’s Note; (a) The solution appears to contain the following assumptions: 
(1) Interest on bonds was not paid on December 31, 1948 
(2) Discount on bonds has already been amortized for 1948, and 
the amount charged to Interest and discount account 
(3) Additional provision was not necessary in respect of the $4,000 
note receivable which was expected to prove uncollectible. 
‘ (b) It also appears from the problem itself that when notice of the 1946 tax 
overpayment was received during 1948, Surplus account must have been credited at 
that time. 





—_ 











- 
c 
oa 
£ 
7: 
© 
a. 
@ 
a 
“w 
Be <4 
c 
o 
“oO 
Ss 
- 
~ 
@ 
<= 
i= 








000°6€ ( 8 ) 00s 00S‘6¢ Sov ecvceereescccscscasessseeccesevssede juawdinbs yO 
000°SOFT (Z) 000°S BOLE. Oe qwawdmbg pue Asuippey 
000‘00¢€ 000‘00¢ Coe enecerecccecerseccerssoneeeeestevereeseesesesessenseees puey 
000‘L06 (9) OOT‘OT OOI‘L16 See sséevedindeooneds aces Sa1JOIUIAU] 
002‘S¢ (ZL) OSZL‘ET 
(8) 00s RE. einircieer earner niehs JUNOISIP puv 3S9I9I0] 
€9€OV ea coreicarncon: JWIUISSISSE OFG] J x3 BWOIU] 
($1) €9¢'9S I IEE str stevsseansenoccsinsnsnsatnstanncsnvediens Saxe) 2WO.U] 
00¢F6Z 00¢'F6L ss eeeeeesescescecssceneecssesssesesoeecs sosuadxo yerauas 
(€l )00S‘OL 00S‘0T oeeevccecccccccesessecsecceces passajasd —— spuapraig 
000°TEZ (01) 00P‘FT 
(11 )009‘91Z abbbsevnsesnnesssseleesicreeidevedseedarenense uoreraideq 
OO<EZZH (6) 000‘0ZT 
(S$) 000°9T 
(+1 )000‘0€ (9) OOT‘OL 00Z‘6LEF ee oecccevsececcccocecccceccossosooee pros spood jo 3s07) 
000‘0SOT ee. -. eareserernnens onyea sed ou — sazeys vouru0; 
OOPF‘EzS ooF‘ez¢ edccscccsecesasescescs yueq ul pur puey uo ysey 
000‘FFT (¢ ) 000‘F9 000°08 es én dg000besssenceeaestepebenpeipecsonendanensease s#urpying 
oos‘¢ oos‘s pecceccccccescsooseccs pezisoureun yuNoostp puog 
ooo'oss iid |: sestoneiinnnantninaceiees wilt oem 
000‘0S (r) 008‘Z¢ 008‘ cecccccccccccccccccccccesecceescscoees gsuadxo siqop peg 
OOL*PEL (6) 000‘°801 a —« iphone nenerionsnenentaonnntbantatite 2198 hed syuno2y 
000°SzZ ee oe be ee ssohojdwa — s]quaracas sodeSi0yy 
(1) 000°SZ 
009°EEFI (Zz) 000‘00¢ (ZI )000‘0¢ 0098061 ESA b Aa RHAWeEN Gane eabeREINe bn RaTAd a[qeataoas sun022y 
‘ID 3d ID Id ID Iq ‘ID ‘Id 
Jays s2uLTEg SsOT pur 39034 siuaunsalpy aoureg [ey 





SP6I 24d I€ — LaaHS WIOK 
‘ALT ‘OD MYOA “A dOTS 
NOLLONTOS V 


cmininnies « eee 





ane ame nen er 





wo 
o 
=~ 
= 
0 
a 
c 
@ 
= 
> 
© 
® 
_ 
c 
a 
° 
Vv 
vo 
< 
oO 
o 
we 
o 
- 
be 
© 
<— 
O 
ec 
= 
s 
© 
c 
6 
O 
o 
<= 
Ee 


ZOL‘L6L¥ ZOL‘L6L¥ OO0'SS8S O00'SS8¢ 
Les‘yoe LES*P9OE 


Sos‘zeyy ZOL‘LGLY OOO'SS8S C9T‘OGHS 


€9COST 
7S7PSI 


OSL‘El 


00000€ 
000‘0¢ 


000‘082¢ 


000°0¢ 
000°966 


008°L0¢ 
000‘Z1 
00L‘Z 
000‘0z 
z 


nD 3G 
Ways aDurleg 


XD Iq 
SSOT pue 903g 


€LO'6YET 


(Z1) OSL‘ET 
(Z) 000°s¢s 


(S$) 000‘8F 


(Z1)000°0S 


(OL) 00#‘FI1 
(11)009°91Z 
(vy) 008‘Z¢ 


(€) 000°0Z 


7D 


_ €106VEL 


(ST) E9E9ST 
(€1)00S‘OI 
(¥1)000°0€ 


(Z) 000‘00¢ 
(€) 000‘0Z 


(4) 000‘09 


(6) 000‘ZI 


Iq 


siuaunsnipy 


eneneeecceeeccesooses eeereeeeesereenee yeah JO} ayord IN 


ZSZ‘OSSOL _ZSZ‘OSSOT 


awOoUI UO Saxe] 


7SLV61 
spuoq UO IsaJajUI poniddy 
aUIYIVUT JO a]es UO IYOIg 
a] qeataoas IsaJawUI penddy 
asuadsng 
anyea Jed QOT sereys passajaid %/ 
Sa2uUBApE SJaWOIsN>D 


00s 
000°8y 
000‘00€ 


000‘00€9 
000‘0€ auIPap AJOWSAUT aININy JOJ DAIISay 
000°¢z8 
0Cs‘osy 


UONeIaIdap JO} sAJasay 

siqap peq JO} aArasay 

Ayauryseu MoU UO yWSOdaq 

sasuadxa predarg 

qared jo aes uo 3WoOIg 

Z tee e ee neeeneeeeeeseees [T!4pood ‘sproyasea] ‘squaIeg 

‘ID ‘30 

aourreg [ey 


002°Z 


8P6I DAG I¢€ — LAIFTHS WOH 
‘ALT ‘OD WYO ‘At dOTS 











ie 
\ 
3 
i 
? 
3 


relies ne 


a 


BURROUGHS SENSIMATIC 


the completely new accounting machine! 


Never such a machine at any price—that’s 
what thousands of users tell us! And until 
you have actually seen how its ‘mechanical 
brain” directs the Sensimatic through vari- 
ous accounting operations, it’s hard to be- 
lieve any machine could be so versatile. Until 
you have actually watched an operator whisk 
through her work, it’s hard to believe any 
machine could be so fast, so easy to operate. 


Until you have heard what the Sensimatic is 
doing for other businesses ... until you have 
learned its surprisingly low price... until 
you have seen it applied to your figuring 
problems—you can’t know how much time 
and money a Sensimatic can save. 


Call your Burroughs man for a demonstra- 
tion today. Burroughs Adding Machine of 
Canada, Limited, Windsor, Ontario. 


4 
WHEREVER THERE’S BUSINESS THERE’S Burroughs 





Employ” 


ABOUT 
YOUR PENSION PROBLEMS 


Today progressive employers realize the 
necessity of a properly designed Pension Plan 
for their employees. 


The Standard Life places at your disposal 

the experience gained in underwriting Pension 
and Life Assurance Plans throughout 

the world. 


During the last few years some 300 Canadian 
firms have taken advantage of the facilities 
provided by the Standard. 


Why not consult the Standard about your 
Employee Benefit problems ? All inquiries 
will be treated in strict confidence. 


™ STANDARD LIFE 


ASSURANCE COMPANY 


The Pioneer of Life Assurance in Canada 
Head Office for Canada: 
1245 Sherbrooke Street West, Montreal 


Branches in Halifax ¢ Saint John ¢ Fredericton © Montreal @ Othewa 
Toronto ¢ Hamilton ¢ london ¢ Vancouver 








